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A Banker’s Diary 


Mid-February—Mid-March 


THE House list of Governors and Directors of the Bank 
of England, issued on March 19, contains the names of 
three new candidates, to replace the late 

Changes at Sir Basil Blackett, and Sir Ernest Harvey 
the Bank and Mr. Newman, who are retiring. The 
three new directors will be Mr. D. G. M. 

Bernard, Mr. Laurence Cadbury, and Mr. J. C. Hanbury- 
Williams. Mr. Bernard is a member of the firm of 
Matheson and Company, and is also on the London 
committee of the Hongkong and Shanghai Banking 
Corporation. He also holds several other important 
directorships. He thus brings to the Bank a close 
knowledge of Eastern affairs. Mr. Cadbury is a member 
of Cadbury Brothers, the well-known chocolate and 
cocoa manufacturers, while Mr. Hanbury-Williams is a 
director of Courtaulds. In both these last cases the 
Bank will acquire fresh contacts with home industry. 
Mr. Norman is about to enter upon his seventeenth year 
of office as Governor, while, as announced in THE BANKER 
a few months ago, Mr. Catterns is to be elected Deputy- 
Governor in succession to Sir Ernest Harvey. 

































THE London market has remained quiet and easy, and 
neither the continual influx of revenue nor 
the payment of the successive weekly 

The Money instalments due under the terms of the 

Market ‘French credit has had any noticeable effect. 
On March 2nd, the Exchequer received 
£163 millions in calls due on the Government 

issues of last December and disbursed appeonmmeatery the 
same amount in repayment of £150 millions of 2 per 
cent. Treasury bonds and in payment of certain div idends 
due on that date. This huge turnover of funds caused 

hardly a tremor, but there was some evidence that a 

small amount was borrowed from the Bank that week 
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on Ways and Means. The reaction of this was apparent 
the following week, when its repayment, coupled with 
revenue collection, caused a reduction of £12-9 millions 
in bankers’ deposits at the Bank of England. This made 
money a little less plentiful, and sev eral of the clearing 
banks had to call small amounts from the market. 
Meanwhile, the seasonal redemption of Treasury bills 
issued by tender was checked for a fortnight during 
early March. This gave rise to various rumours, but 
the most likely explanation is that it was due to a sharp 
reduction in tap issues of bills, with the result that tender 
issues had to be maintained. It is quite possible that 
Public Departments had to meet calls on the new 
Funding Loan, due on March 2nd, and so had to reduce 
their holdings of Treasury bills. This left more bills 
available to be issued by tender. In any case, the market 
was hardly influenced by these developments, for the 
——— tender rate only rose from ros. 4-56d. to IIs. 
2+33d. per cent., and the following week fell back again 
below IIs. per cent. 


THE London market has been very inactive during the 
whole of the month under review, but rates have been 
very susceptible to passing events. During 
The the latter part of February the movement 
Foreign of funds from New York back to Europe 
Exchanges continued and dollars were weak in both 
London and Paris. The conclusion of the 
French credit caused a temporary strengthening of the 
franc, but when it was found that the market was not 
responding to the transfer of the instalments to France, 
the bull movement in favour of the franc quickly came 
to an end. Forward francs also remained weak, as 
positions opened during the crisis at the end of last year 
reached maturity and in many cases were prolonged; 
Germany’s breach of the Locarno Treaty naturally 
unsettled the market. Dollars at once strengthened 
against both sterling and the franc, but it was noticeable 
that dollars began to come on offer from American 
sources so soon as the rate made sales appear profitable. 
Francs became weak and both the British and French 
authorities had to give support. Gold dloc currencies 
have moved in sympathy with the francs, but the discount 
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on three months’ francs remains relatively greater than 
that on three months’ guilders or Swiss francs. 


THE cash holdings of the eleven clearing banks have 
increased slightly during February from {227-8 millions 
February 0 £228-6 millions. Deposits have declined 
Clearing slightly from last month’s record figure of 
Bank £2,164-2 millions to £2,122-5 millions. Of 
Averages the earning assets call na short loans 
have decreased from {159-4 millions to {157-2 millions, 
and discounts show a marked decline from £346-o0 millions 
to £294°5 millions. Investments have continued their 
fall during the month from £630° 4 millions to {629-4 
millions. Advances have again increased from {811-8 
millions to {824-1 millions. Most of these movements 
are seasonal in character. Deposits and bills always tend 
to decrease in the spring, as revenue is collected from the 
customers of the banks and Treasury bills redeemed out 
of the proceeds. The increase in advances is also to 
some extent seasonal. 


Imports have declined further during February from 
{70:0 millions to £62-3 millions. This compares with 
{56-4 millions for February, 1935, and so 
February imports have increased since a year ago. 
Overseas Kaw material imports were valued at 
Trade {18-g millions, compared with £22: 
millions in January, but are {2-7 — 
higher than a year ago. British exports stood at £3 
millions, against £34°5 millions in January and faa: I 
millions in February, 1935. British manufactured exports 
amounted to {27-6 millions, compared with {26-6 
millions in January and £26-8 millions in February last 
year. The returns are summarised below :— 
Feb., 1935 Jan., 1936 Feb., 1936 
£ mill. £ mill. {mill. 
Imports oe “4 si 50-4 70°0 62°3 
Exports ei ee ‘2 34°1 34°: 5°I 
Re-exports .. - ion £: 4 . 5°6 
Total exports ss — S°5 35°38 40°7 
The adverse trade balance na the first two months of 
this year amounted to {52-6 millions, compared with 
{39-2 millions for the first two months of 1935. 
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AN important development in the London money market 
is the fusion of Messrs. Frederick Huth and Co. with the 
British Overseas Bank, as from March 16th, 
A London 1936. Of the partners in Huth’s, two have 
Banking retired, while Mr. Walters is appointed an 
Fusion Advisory Director of the British Overseas 
Bank, and Mr. Meinertzhagen has joined the 
Board. The shrinkage in the volume of international 
trade and finance is inevitably enforcing the consolidation 
of the London market, and though the disappearance of 
one of London’s oldest accepting houses may be regretted 
on sentimental grounds, the fusion is to be welcomed as 
it will greatly strengthen the position of the London 
markets as a whole. The taking of Messrs Huth’s South 
American connections constitute a not inconsiderable 
widening of the British Overseas Bank field of activity, 
and is another step in the development of what is one of 
the largest and most progressive of the institutions 
founded in London since the War. 


THE Earl of Home, the Governor of the British Linen 
Bank, gave the bank’s shareholders at the meeting held 
on March 2nd a reasonably encouraging 
The British account of the way in which Scotland was 
Linen Bank sharing in 'the trade revival. The bank’s 
own deposits had risen by {2,981,000 to 
£33,339,800 during the past year, and cash and invest- 
ments were also higher, the latter now standing at 
£21,332,000. Advances and discounts (including Treasury 
Bills) had fallen by £380,000 to £8,915,000. Net profits at 
{290,000 showed a slight increase on the previous year. 
The bank had decided to make a special donation of 
£50,000 to the Staff’s Widows’ Fund. The actuarial basis 
of the fund had become impaired by the pronounced fall 
in interest and rates during the past few years, and the bank 
was making this large and generous donation in order to 
restore the fund to a sound basis. 





Banks—Their Hours and Days of 
Business 


By Maurice Megrah 


HE death of his late Majesty King George V 
brought again into prominence that confusion of 
thought, which seems to have existed for so long, 
concerning the position of banks in this country in 
regard to closing. 

Whether and in what circumstances a bank may 
close its doors to its customers; whether it runs a risk 
if it does, or offends the public sense of decency if it does 
not, are questions which seem to place it between Scylla 
and Charybdis. The important matter, too, of the due 
date of bills is one seemingly not too well understood. 

A bank is guilty of no tort in closing its doors nor 
does it infringe any statute in so doing, though it may 
render itself liable for breach of contract. In short, there 
is no statutory requirement that banks shall remain open 
save when authorised by statute. They may, therefore, 
like any other trader, close whenever they please, but they 
do so only on special occasions. To illustrate by recent 
example, there was in statute law nothing to have 
prevented the banks from remaining closed for the whole 
of Tuesday, January 28th last. Why then did they not 
remain closed, particularly as practically every other 
section of the community, including all the London 
markets, was closed ? 

Though there is no statutory requirement that they 
shall remain open, there are occasions when by virtue of 
statute they must close. Those occasions are few and 
clearly defined; they can be added to within clearly 
defined limits only. The Bank Holidays Act, 1871 (34 
Vict. c. 17) provided “‘. . . for rendering the day after 
Christmas Day, and also certain other days, bank 
holidays ”’; and enabled ‘“‘ bank holidays to be appointed 
by royal proclamation.” Section 1 of the statute reads 
as follows :— 

After the passing of this Act, the several days 
in the schedule to this Act mentioned (and which 
days are in this Act hereinafter referred to as bank 
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holidays) shall be kept as close holidays in all banks 
in England and Ireland and Scotland respectively, 
and all bills of exchange and promissory notes 
which are due and payable on any such bank 
holiday shall be payable, and in case of non- 
payment may be noted and protested, on the next 
following day, and not on such bank holiday; and 
any such noting or protest shall be valid as if made 
on the day on which the bill or note was made due 
and payable; and for all the purposes of this Act 
the day next following a bank holiday shall mean 
the next following day on which a bill of exchange 
may be lawfully noted or protested, 


and Section 4: 

It shall be lawful for her Majesty, from time to 
time, as to her Majesty may seem fit, by proclama- 
tion, in the manner in which solemn fasts or days 
of public thanksgiving may be appointed, to 
appoint a special day to be observed as a bank 
holiday, either throughout the United Kingdom or 
in any part thereof, or in any county, city, borough, 
or district therein, and any day so appointed shall 
be kept as a close holiday in all banks within the 
locality mentioned in such proclamation, and shall, 
as regards bills of exchange and promissory notes 
payable in such locality, be deemed to be a bank 
holiday for all the purposes of this Act. 


It will be seen that there are certain specified holidays 
on which it would be an offence against the statute for the 
banks to open, and that these may be augmented by the 
Crown by way of proclamation. In closing on such a day, 
a bank runs no risk of any kind. But to close on any day 
not thus provided for would bring the bank within risk of 
action by its customers for breach of contract. 

The banks are probably, by implication, under a 
contractual duty to their customers to provide facilities 
during recognised hours and on recognised days. The 
hours of business are published. They are a matter of 
custom varying according to the locality, and if, by 
reason of arbitrary closing, a customer is prevented from 
transacting his business and suffers loss in consequence, 
the bank might be held liable for that loss. A banker is 


B2 
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bound to make provision for carrying out his contract. 
He is under no liability to anyone else, such as, for 
example, the holder of a bill or cheque drawn on him, for 
the reason that he owes him no duty. 

From a practical point of view, then, a bank may 
close only when it must—apart from the question of 
notice, to be considered later—and it remains only to 
consider when it must. Apart from the defined statutory 
bank holidays, a proclamation is necessary to protect a 
bank. A proclamation is an utterance of the Sovereign 
in Privy Council, an order in Council. But a proclamation 
has not always left the matter free from doubt. In rgor, 
on the occasion of the death of Queen Victoria, the 2nd 
February was, by proclamation, in pursuance of Section 4 
of the Bank Holidays Act, 1871, appointed a day of 
general mourning, an expression not mentioned by the 
section. Confusion arose on that occasion concerning the 
due dates of bills falling due on February 2nd, for, by 
virtue of section 14 of the Bills of Exchange Act, 1882, 
bills falling due on a bank holiday under the Bank 
Holidays Act, 1871, are payable on the following business 
day, whereas those falling due on a day appointed by 
Royal Proclamation as a public fast or thanksgiving day 
are payable on the preceding business day. In fact, the 
proclamation being pursuant to the Bank Holidays Act, 
1871, bills were payable on the following business day, 
and this was notified by the Bankers’ Clearing House and 
Central Association of Bankers to their member banks. 

Section 92 of the Bills of Exchange Act, 1882, is 
precise in its definition of non-business days. They are 
“‘ for the purposes of this Act’ as follow :— 

“ (a) Sunday, Good Friday, Christmas Day ; 

‘“(b) A bank holiday under the Bank Holidays 
Act, 1871, or Acts amending it; 

‘“‘(c) A day appointed by Royal proclamation as 

a public fast or thanksgiving day. 

“Any other day is a business day.” The defined 

holidays under (0) are :— 
Easter Monday. 
Monday in Whitsun week. 
The first Monday in August. 
The 26th of December (if a week day). 
Considering the serious risk entailed in closing on a 
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day not specially appointed as a bank holiday or non- 
business day, the charge of disregard of decency cannot 
seriously be brought, but a banker is so much in the 
public eye and, in a sense, so dependent on public good- 
will, that the matter should not be left in doubt. 

On the question of notice, it is probably legally 
true that a banker may close at any time and for any 
length of time, after proper notice has been given to 
interested parties. But it is doubtful firstly what would 
constitute adequate notice in given circumstances, and, 
secondly, whether any notice would be sufficient to 
cover a bank’s closing for longer than a day. There 
may, of course, be a regular periodic closing as in the 
case of the Wakes in Lancashire where banks in a parti- 
cular town or area close for a number of days from ten 
or eleven in the morning in accord with all other business 
and with local custom. 

To revert to January 28th, notice was short. It was 
not until Thursday, the 23rd, that the 28th was declared 
a day of general mourning and, by inference, it became 
clear that it was not to be kept as a close holiday. 
Nothing could be done until Friday, the 24th. An 
announcement was approved by the Committee of London 
Clearing Bankers on that day to be made the following 
day—probably insufficient adequately to protect the 
banks in closing from Ir a.m. until 2 p.m. But in the 
circumstances the risk was thought, and was in fact, 
negligible. At any rate the banks must have regarded the 
impulse of their sense of propriety on that occasion as 
overriding any slight inconvenience to their customers. 

Section (1) of the Act of 1871 provides that bills due 
on a bank holiday shall be payable on “‘ the next following 
day”’; Section (2) that notice of dishonour and pre- 
sentation of honour shall be given and made on “ the day 
next following such bank holiday ’’; and section (5) that 
if it appear to the Sovereign in Council inexpedient to 
hold a statutory bank holiday as a bank holiday, he may 
declare that it shall not be a bank holiday and hemay 
appoint such other day as shall be thought fit. 

The Bills of Exchange Act, 1882, makes no provision 
for the presentation of demand bills, e.g. cheques, falling 
due on a bank holiday. But this is covered by Section (1) 
of the Bank Holidays Act, 1871, as shown above. 
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Mr. Keynes on Money 
By Douglas Jay 


ERE is Mr. Keynes’ new book.* It is a formidable 
H book, in many senses of the word. It assails a 
whole battalion of conventional ideas; it roots out 
fallacies ruthlessly and without pity; it includes in its 
400 pages sharp controversy, difficult semi-mathematical 
analysis, fascinating sidelights on the history of economic 
thought, delightfully written essays on a variety of 
relevant topics, including the Stock Exchange, and a 
brilliant sociological synthesis at the end. Intricate 
economic analysis naturally preponderates: for Mr. 
Keynes’ mind is unflagging. Indeed, reading this book is 
rather like bathing in the Atlantic surf. Before the 
exhausted reader has recovered his wits from the shock 
of one exuberant paragraph, he is overwhelmed by an 
even more staggering blow from the next. Now and then 
there is a lull while Mr. Keynes pauses for an historical or 
philosophical interlude. But, before long, the relentless 
surge and thunder breaks over its victim once again. 
Those, however, who are prepared to give Mr. Keynes’ 
book the time and concentration it deserves will obtain an 
altogether new insight into the mechanism of the economic 
world at whose mercy we are all trying to live. The 
book is in substance an answer to the question : how is it 
that the classical or orthodox economics, though in many 
respects true and important, has failed to explain the 
glaring economic breakdown of the last 15 years? The 
classical conception of monetary policy was that a 
banking system independent of politics should maintain 
the gold value of the currency; and that if there was 
unemployment, it must be cured by reductions in money 
wages. This idea of economic policy, which has plainly 
failed in practice, is shown by Mr. Keynes to rest on 
faulty foundations of theory. The belief that cuts in 
money wage could always cure unemployment assumed 
that there was a certain level of real wages at which all 





* The General Theory of ‘Employment. Interest and Money” 
by John Maynard Keynes. Macmillan 5/-. 
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the available labour would be employed. This, however, 
neglects the fact that labour is often willing to go on 
working if the cost of living rises, but not if money wages 
are reduced by the same amount. Secondly, it forgets 
that reductions in money wages reduce effective demand 
and so intensify depression before the expected increase 
in profits ever has time to emerge. 

The classical theory, in fact, misconceived the relation 
between wages and employment. It regarded them as 
merely related by the operation of wages as the price of 
labour and not also by their operation as the chief element 
in effective demand. Effective demand, 1.e. the aggregate 
of money spent on consumers’ and capital goods, is, 
together with “‘ full employment,” the central conception 
in Mr. Keynes’ book. The classical economists, in rightly 
pointing out that general over-production is impossible, 
have always maintained that the existence of general 
under-employment of resources is also impossible, on 
the ground that all goods produced constitute demand 
as well as supply—since trade is simply exchange. This 
is to forget, however, that the total of money spent on 
all the goods produced may conceivably fall short of the 


‘total of the costs incurred in producing them lus a 


normal profit. The maintenance of the highest possible 
output, therefore, and of full employment, depends on 
the maintenance of effective demand. If effective de- 
mand falls off, full employment cannot be restored 
unless effective demand is actually raised temporarily 
above the level of costs and normal profits. 

There is, however, Mr. Keynes thinks, a persistent 
tendency for effective demand to become insufficient. 
For, as the community’s income increases, it saves more; 
and unless this saving is covered by expenditure on 
capital goods, effective demand will become insufficient. 
In Mr. Keynes’ “Treatise on Money” divergences 
between saving and investment were treated as the 
origins of depressions and booms. An excess of saving 
caused a depression, and an excess of investment a boom. 
He now maintains, using this time a different definition 
of investment, that they must inevitably be equal. 
This—quite apart from his apparent indifference to the 
time problem involved—will certainly be very puzzling 
to the ordinary reader, particularly as Mr. Keynes 
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continually seems to imply that when saving increases, 
investment may very well not do so. 

The solution appears to be that Mr. Keynes defines 
“investment ” to include liquid and working capital as 
well as fixed capital. This means that if there is an 
increase in unsold stocks in warehouses and shops, owing 
to diminished spending and increased saving, there is an 
increased “‘ investment ”’ in these stocks by their unfor- 
tunate owners. Such an argument seems to neglect a 
distinction which is vital from the point of view of the 
trade cycle and unemployment. An increase in the 
volume of fixed capital, due to a greater demand for 
finished products, means an increase in employment and 
effective demand. But an increase in stocks, due to a 
falling off in consumers’ demand, leads to falling employ- 
ment and effective demand. Would it not be possible 
so to define investment so as to include the first activity 
and not the second ? 

This difficulty, however, does not greatly embarrass 
Mr. Keynes’ argument. For he proceeds to treat invest- 
ment as in effect investment in fixed capital, to speak of 
investment in “ capital eqguipment,’”’ and to assume that 
only by a maintenance of such investment can effective 
demand be maintained. He accordingly asks what de- 
termines the rate of investment, and decides that it 
depends on the prospective money yield of capital 
equipment (the “‘ marginal efficiency of capital ’’) on the 
one hand, and the rate of interest on the other. If the 
rate of interest is low enough to make it possible to borrow, 
invest in fixed capital, and obtain a reward after paying 
a risk premium, interest, management expenses, etc., 
investment will take place. The inference is, therefore, 
that if investment is insufficient, the rate of interest is 
too high and should be reduced. 

How is the rate of interest determined? Mr. Keynes 
here elaborates two contentions which appear, at any 
rate at first sight, rather perverse. He denies that the 
rate of interest is in any sense, as economists have always 
maintained, a “ price of saving.”” His first reason for this 
is that hoarders do not receive a rate of interest : which 
seems rather like arguing that a wage cannot be a payment 
for work because some men work for nothing. His 
second reason apparently is the fact that interest rates 





“Ss DOD tm me ED Des Oe 


wn 


mht 


t 
e 
t 


— 
— 


- DW=~* DO OD 


MR. KEYNES ON MONEY 13 


do not tend to bring saving and investment into 
equilibrium at that level which is compatible with full 
employment. But why should they? It would surely be 
better to say that though the rate of interest does bring 
saving and investment into some sort of equilibrium, it is 
not an equilibrium that has anything to recommend it. 

Closely allied to his account of the nature of interest 
rates is Mr. Keynes’ second contention that their level is 
determined, not by the supply and demand for saving, 
but by the quantity of money on the one hand and the 
willingness of the public to hold money on the other 
(their “liquidity preference’’). Illuminating as Mr. 
Keynes’ analysis of “liquidity preference’ is, this 
contention will strike many readers as a confusion of 
the short with the long run. It is of course true that the 
movement of interest rates in the next few months in 
Great Britain depends on how many Government securi- 
ties the Bank of England and the joint stock banks decide 
to buy and sell. At any moment, in fact, the banking 
system can determine the level of interest rates by 
varying the quantity of money. But this is surely true 
only because we assume, in the short run rightly, that 
the volume of the public’s saving will not substantially 
alter. In any case, surely the volume of money can only 
determine changes in the rate of interest and not its 
absolute level. 

Whether or not Mr. Keynes is right on these two 
points, however, there is no doubt that the banking 
system can normally force down the rate of interest by 
increasing the quantity of money and so expand invest- 
ment and employment—as long as unemployment is 
genuinely “‘ cyclical ’’ and ‘‘ monetary,”’ and not merely 
due to maladjustments between different industries. 
The very important conclusion, therefore, emerges that 
when cyclical unemployment exists interest rates should 
be forced down, and held down until ‘‘ full ” or “‘ normal ”’ 
employment is reached. Only when a rise in prices 
beyond this point occurs, can we accurately speak of 
“inflation.”” The criterion, in fact, of monetary policy 
should not be gold parities nor fixed exchange rates but 
the maintenance of full employment. Full employment 
should be the test; and interest rates, the quantity of 
money, price levels, exchange rates and gold parities 
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should be left to work themselves out accordingly. This 
may seem to some a revolutionary doctrine. But it is 
remarkable how monetary and banking policy in the 
sterling area has approximated to it in the last four years. 

Mr. Keynes realises that such an ideal of monetary 
policy requires a new conception of our financial institu- 
tions : for they will have to take their part in the general 
scheme of national economic policy. He also realises 
that interest rates alone cannot always achieve everything, 
and that in some cases effective demand must be main- 
tained by increased consumption and not increased 
investment. He explicitly states that he regards in- 
creased taxation on big incomes and estates, combined 
with increased social service expenditure, as necessary to 
maintain consumption and restrain excessive saving. It 
is impossible, however, to finish Mr. Keynes’ book 
without the feeling that he overrates the importance of 
investment in comparison with consumption, and that in 
his future writings he may come to advocate direct 
measures to increase and maintain consumption. For, 
as Mr. Keynes himself says, the rate of investment very 
largely depends on the demand for consumers’ goods. 
Why then, when effective demand falls off, should we 
stimulate investment and not consumption direct ? Is it 
merely that we are so in the habit of thinking of monetary 
expansion in terms of producers’ credits only? Mr. 
Keynes is not the man to be enslaved by intellectual 
prejudices or conventions. Will he not then take 
courage, like Socrates, and follow the argument where it 
leads ? 


Bank Advances 


By A. M. Allen 


HE bank balance sheets for the last few years 
raise some interesting considerations, among which 
perhaps the most remarkable is the change which 
has occurred in the distribution of clearing bank assets. 
The four main types of earning asset have since 1929 
accounted for the following percentages of total deposits. 
In brief, investments have steadily increased, while 
advances fell until 1933 and have remained steady at a 
low level ever since. 
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Money at Call Discounts Advances Invesiments 


1929 .-- a . . 55°4 15°8 
1930 .- “ . ° 53°5 14°3 
193I_ -- es . . 52:2 17°I 
1932 -- - ° ° 47°I 19°4 
1933 -- + : ‘ 38-9 27°5 
1934 -- _ ° ° 40-0 29°8 
1935 -- sud . 38°5 30°8 
The advances of the clearing banks did, indeed, 
increase during 1935 by £25 millions (more than half of 
which is accounted for by one bank), but compared with 
pre-depression figures, the increase was infinitesimal. 
The average of advances for 1935 was £769 millions, as 
against {963 millions in 1929; but while average deposits 
in the earlier year amounted to only £1,738 millions, 
they stood at £1,999 millions in 1935. The question 
arises whether the low level of advances can be explained 
by special circumstances, or whether it may be looked 
upon as indicative of a permanent change in British 
banking, that is whether business is dispensing to a 
large extent with bank credit in the form of advances. 
While money at call and discounts (of which admittedly 
the character has changed) have approximately regained 
their normal proportions, the ratios of advances and 
investments have moved comparatively little in the last 
three years. 

The size of advances depends normally on the circum- 
stances of trade and industry, but all the relative statistics 
would seem to warrant a greater expansion in advances 
than has in fact occurred. It may well be asked whether 
we have not progressed further on the upward swing of the 
boom than is generally recognised. The following statis- 
tics, reproduced from the Bank of England Statistical 
Summary, show a great increase in industrial activity 
since 1932 :— 

INDUSTRIAL ACTIVITY INDEX 
Pig Crude Elec- Build- 
Coal Iron Steel Cotton Rayon tricity ing 
I0o I00 I0o I0o Io0o I0o 
86 72 II4 149 112 89 
85 ; 96 121 172 124 112 
gI I2I IIg IgI 142 128 
g2 134 120 254 161 152 





16 THE BANKER 


Other industries, for example, the woollen and auto- 
mobile industries, have made strides on the same scale, 
and The Economist Commercial History of 1935 shows that 
there is scarcely an industry that has not some expansion 
toitscredit. The tonnage of shipping launched in 1935 was 
about 150 per cent. higher than in 1932; the tonnage com- 
menced was nearly ten times greater. Retail sales, taking 
1933 = 100, were at 109. The other well-known series, 
e.g. The Economist profits index and the London and 
Cambridge Economic Service index of production, follow 
similar trends. Now, reference to Barclays Bank analysis 
of advances for 1935 shows that “‘ productive industries ” 
and retailers alone account for one-third of that bank’s 
advances. With some of the more industrial banks the 
proportion must be considerably higher. It would 
appear, therefore, that bank advances are not keeping 
pace with industrial expansion nearly as much as might 
have been expected, and that the banks, through no 
wish of their own, have made little direct contribution to 
increasing industrial activity. What reasons can be 
adduced for this ? 

It is sometimes said that insurance companies and 
building societies are competing in the banking business, 
but their published accounts do not reveal any such 
change of policy. Building societies may have competed 
in the deposit business of the banks, but not in legitimate 
bank loan business, and it is not in this direction that 
the explanation is to be sought. There is more in the 
argument that the continued low level of international 
trade has depressed bank advances, but much of this loss 
has been balanced by increased internal activity. Further, 
the balance sheet items affected by foreign trade are 
discounts and acceptances, rather than advances. Some 
authorities have declared that a lifting of the ban on 
foreign issues would effect an increase in bank loans. A 
large proportion of the proceeds of foreign issues might, 
indeed, be used for the purchase of capital goods in this 
country, but how far this would increase bank advances 
is doubtful. If finished capital goods were bought, the 
working capital used in their manufacture might con- 
ceivably be supplied by the banks, but it is equally 
conceivable that the working capital employed in such 
cases comes from the proceeds of the issues themselves. 
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In any event the foreign ban existed before 1932, the 
year which saw the catastrophic depression of bank 
advances, and thus cannot explain it. 

A fourth reason that has been put forward and may 
have some significance is that the extension of instalment 
purchase has diminished the demand for bank credit on 
the part of consumers of consumption goods and produc- 
tion goods. Instalment purchase arrangements, however, 
merely transfer “‘ waiting ’’ from buyers to sellers, and 
although the latter may be able to rely more on their 
own resources than the former used to, they are probably 
making considerable demands on the banks for credit. This 
fourth factor should therefore only be given limited weight. 

There appear to be three legitimate explanations of 
the failure of bank advances to increase in value. The 
first is that new advances have been granted, but have 
been counterbalanced by the writing off or liquidation 
of old slow loans. This would not be reflected in the 
figures of total advances, but would have two important 
consequences, first that the banks ave playing a part in 
industrial recovery, and second that the position of their 
loans is much sounder. To the extent that this is true, 
a large proportion of frozen loans must by now have been 
liquidated, and an increase in the size of advances is thus 
to be looked for. 

A second reason to which importance should be 
attached is that business firms have sold their gilt-edged 
securities at a profit, taking advantage of the boom in 
government securities, and have used the proceeds as 
working capital. If this is so, the banks have made a 
bigger contribution to recovery than is apparent, for 
they have been large buyers of gilt-edged. This would 
be a situation somewhat similar to that existing in the 
United States, where the banks, by taking up government 
securities, have made it possible for the federal authorities 
to pursue an expansive policy. Clearly, however, the 
form that this movement has taken in this country is 
much healthier. When we consider the outlook for 
advances in the future, it seems reasonable from this 
point of view, also, to suppose that bank advances must 
soon increase. Business firms only hold limited amounts 
of securities, and the majority must already have taken 
advantage of the profits available on realisation. 
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The third and most obvious reason for the low level of 
bank advances is that industry has been replacing 
temporary borrowing by cheap permanent capital. New 
industrial and local authority issues in the last five years 
have been as follows :— 


1931 sin aa aia 40 millions 
1932 ne es os 7°77 

1933 or nis -s 95°2 
1934 oe ‘a .. FIg°2 
1935 << a a 160°5 

How long business will continue to obtain its working 
capital by long-term loans depends entirely on the long- 
term rate of interest. If the school which maintains that 
the long-term rate of interest will remain low is correct, 
the prospect for bank advances is not particularly bright. 
As was shown in an article in THE BANKER for February, 
the Bank of England has vast resources at its disposal, 
if it wishes to continue an expansionist policy. From the 
point of view of prudence, however, there is something 
to be said for tightening up the terms on which long-term 
capital is offered.* Although this would depreciate the 
value of the banks’ security holdings, there is no doubt 
that they are prepared for this, and it would be offset, 
anyhow, by a resumption of normal bank lending. 

In brief, though it will be long before advances reach 
their 1929 ratio, there is every reason to hope that the 
turn which events have taken in the last half of 1935 
may be a sign of an increase in the banks’ loan business. 


” 


” 


Fixed Trust Expansion and the 
Banks 


By R. E. Bird 


MOVEMENT which receives the honour, or the 
infliction, of a Departmental Committee of Enquiry 
can truthfully be said to have “ arrived.’’ No one 


* If the monetary authorities were to remove their control of new 
issues, there is little doubt but that the long-term rate would rise under 
the stimulus of competition and regain its proper level vis @ vis the rate 
for advances. Such freedom, however, is hardly likely to be permitted 
yet, with large new governmental issues ahead. 
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would deny that the fixed trust movement has provided 
the small investor with a popular outlet for his savings. 
It is only five years ago since the first British fixed trust 
saw the light. It arrived when the disasters of the 
American fixed trust movement were fresh in the public 
mind, and when ordinary shares had yet to reach the 
1931 “lows.’’ Its sponsors, who were better known 
inside the City of London than to a wide public outside, 
were apostles of a fixity in investment, a doctrine alien to 
British conceptions, which had become closely accustomed 
to flexibility during half a century of not unsuccessful 
managed investment trust operation. 

But the first trust was but little in advance of its time. 
Before six months had elapsed, the gold standard had been 
abandoned, and ordinary shares soon began their long 
upward climb. Fixity of investment, despite the counsel 
of investment authorities at that time, proved no 
deterrent to the small investor, to whom the all-round 
market advance from 1932 onwards was probably a much 
greater counter-attraction. For the first time, he was 
able to combine the diversification of risk in a limited 
number of industrial shares of obvious calibre with the 
protection afforded by large banking and insurance 
institutions who were appointed trustees from the first. 
The success of the first formations, and increasing 
familiarity with the method of fixed trust operation 
brought greater sales. A new and apparently profitable 
field for investment salesmanship had been opened up, and 
competition was quick to respond. 

The result has surpassed the expectations of the early 
sponsors of the movement in this country. Only three 
trusts were in existence at the end of 1932. During last 
year alone no fewer than twenty-one new trusts were 
formed. To-day there are as many as fifty-nine in 
existence, of which nine are of the flexible managed unit 
type. The total sales of the movement have been recently 
computed by The Economist, on the basis of official 
information, at nearly £50 millions. This figure may not 
appear high in relation to the volume of savings which are 
invested in Savings Certificates, Savings Banks and in 
Building Societies. The growth of funds in these 
institutions for 1935 alone is probably well in excess of the 
total sales of the fixed trust movement during the last 
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five years. Nevertheless, the movement is now of 
sufficient social importance to merit investigation, with a 
view to effecting any legislative safeguards which may be 
required in the public interest. The appointment of a 
strong departmental Committee, which appears to have 
deterred a number of prospective sub-unit purchasers, 
should be welcomed even by those who believe that 
the movement’s progress could withstand investigation 
by a bloodhound, but greater supervision by a capable 
watchdog may soon be required. 

Has the movement’s growth, in fact, been rather 
precocious? There is undoubtedly some evidence in this 
direction. Compared with the progress of other institu- 
tions catering for the small saver, the fixed trust 
movement may appear only a lusty infant. There is a 
clear distinction, however, between such institutions 
which transact a banking business (in the widest sense 
that depositors and certificate holders are entitled to 
interest on, and repayment of, a fixed sum of money) 
and the fixed trusts, which provide an investment which 
fluctuates in value according to the market value of the 
underlying securities and which can be realised, ulti- 
mately, only by the sale of those securities at their 
prevailing value. In their original choice of portfolios, 
the managers are therefore largely restricted to securities 
which enjoy an active market, and which are expected 
to be as readily realisable in times of adversity as they 
can be bought when the trust is formed. Of the two 
thousand companies which are of interest to investors 
generally, it is probable that not more than one-tenth of 
that number fulfil these requirements. This factor alone 
has set a natural limit to the potential multiplication of 
the purely “ fixed ”’ trust. 

To compute the extent of existing duplication of 
securities is a formidable undertaking. Comparisons are 
available, however, in a recent survey of the movement 
published by The Economist, which shows that one 
security is held by as many as twenty trusts which have 
fixed portfolios. Omitting intervening stages, some eight 
securities are each held by ten trusts, and there is con- 
siderably increased duplication in shares held by a 
smaller number of trusts. The limits of duplication have 
two effects. In the first place, they restrict the freedom 
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of the managers to include any stock within their 
portfolios, where previous trusts have already purchased 
the share on a scale which threatens to reduce its 
marketability. Secondly, the number of market leaders 
is too restricted to allow the indefinite permutation and 
combination of fixed trust portfolios, without either 
including certain securities below those of highest grade— 
a not illegitimate procedure in a diversified holding, 
provided that close limitations are recognised—or by 
placing greater emphasis upon “ selling-points.’’ The 
front-rank industrial leaders, moreover, have been too 
highly valued, in relation to current yields during the 
last two years, to provide more than limited support for 
a portfolio designed to attract purchasers by a yield 
approaching 5 per cent. At a time when representative 
ordinary shares yield no more than 3? per cent. and 
lower dividend preference shares about 4 to 4} per cent., 
a 5 per cent. income yield exclusive of capital items is 
only to be obtained from “ yield-sweetening ’’ devices, 
like the short-life mining share, the high dividend pre- 
ference share, and the more speculative industrial equity 
issue. These practices have led to no little criticism of more 
recent fixed trust practice in orthodox investment quarters. 

The ingenuity of salesmanship, however, has gone 
considerably farther than questions of yield and under- 
lying securities. Competition has produced any number 
of special characteristics, apart from specialised portfolios 
to attract purchasers in times of contemporary market 
activity. The Kaffir share boom, for instance, evoked five 
gold share trusts. Other features have been evolved to 
appeal to defined selling areas in Great Britain. Another 
group offers sub-unit purchasers an opportunity to share 
in management profits, under conditions defined in the 
trust deed. Again, a sudden emphasis on large-scale 
diversification manifested itself last autumn, when three 
trusts appeared within a few days, each with portfolios 
of roo and 150 securities. Protection, by means of a 
capital redemption policy and by 100 per cent. accumula- 
tion of capital items such as rights and bonuses, is 
emphasised by another group. Many of these special 
characteristics owed more to the promotion side of the 
fixed trust movement than to any inherent connection with 
the investment quality of the underlying securities. 

c 
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The movement has been tending, from the earliest 
days, to desert its original doctrine of the advantages of 
rigid investment, and to embrace the notion of increased 
flexibility. Devices like the alternative panel, and powers 
to introduce a limited number of new securities to replace 
any eliminated securities were among the early steps in 
this direction. But so long as elimination was regarded 
merely as a negative art, to be applied solely in case of 
some impending misfortune, actual elimination was bound 
to be applied with reluctance, if only for the implied 
admission of ‘‘error’’ in the original selection of the 
portfolio. The slowness to change from “ negative” 
flexibility to positive management of industrial share 
portfolios is one of the most singular facts in the develop- 
ment of the fixed trust movement. Although the unit 
trust of the managed type was adopted early in 1934 for 
the two foreign bond and insurance share units, investors 
had to wait for a flexible industrial share trust until last 
December. The latter, in turn, has been followed by the 
formation of four trusts of the same type in as many 
months. 

The fixed trust movement, therefore, has come full 
circle. The original exponents of fixity have led the 
movement towards flexibility. So far, the new trend has 
developed on sensible, if slightly adventurous, lines. There 
has been some exploitation of a specialised selling policy, 
such as the prospect of capital appreciation (and corre- 
sponding low current yield) and the selection and pre- 
sentation of securities on a regional basis. Broadly, 
however, the recent flexible industrial trusts appear 
reasonably devised, and their management charges not 
excessive. On the question of management, however, 
little publicity has yet been given. None of the managed 
unit trusts so far created has stressed the qualifications 
of those responsible for administration. Even the Trust 
of Insurance Shares, which is managed by specialised 
directors, emphasises the investment quality of insurance 
investments in general rather than the management’s 
expert knowledge in selecting them. The ability to 
switch—subject to an obviously desirable limitation— 
within a panel of permitted investments has laid the bogey 
of the disadvantages of fixity. But at the same time it has 
raised questions concerning the capacity of management, 
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and there has also been some tendency to include certain 
securities within the permitted lists whose marketability 
can hardly be compared with that of the market leaders 
to which the fixed trusts were originally so largely 
restricted. Even a limit of 5 per cent. invested in any one 
company might not, theoretically, prevent flexible in- 
dustrial share trusts from holding only twenty shares from 
the permitted lists, which possessed a distinctly limited 
market and unequal investment merit. The same 
twenty, introduced for diversification in a portfolio already 
soundly devised, might occupy a reasonable secondary 
place. Importance may therefore attach, in the future, 
to the number of securities which the managed unit 
trusts hold in the normal course of business. 

Here, then, are problems enough—the inherent limi- 
tations on the old, and the unlearned lessons of the new. 
Who is to resolve them? There is every indication that 
the fixed trust movement has reached a decisive stage. 
The Stock Exchange report provided the blue-print for 
supervisory machinery, but it passed the responsibility for 
setting it up to the Government. The movement itself 
has recently constituted an Association of Fixed Trust 
Managers, which has a majority by numbers and almost 
certainly by outstanding sales. Out of eleven groups, only 
two are not included, and both of these have flexible 
trusts under their administration. So far, the banks have 
preserved an objective attitude towards the question of 
co-operative supervision of the movement. There are 
now fifty-nine fixed and flexible trusts in existence. 
Midland Bank Executor and Trustee Company is trustee 
for twenty-nine trusts, Lloyds Bank for twelve trusts, 
National Provincial for three trusts, Williams Deacon’s 
and Martins Bank for two trusts each, and Clydesdale 
Bank for one trust. The banks, in short, act for forty-nine 
trusts, and three of the “ Big Five”’ are responsible for 
forty-four of these. It will be noticed, however, that 
Barclays and Westminster have not undertaken any 
responsibilities in the fixed trust movement. 

In considering the position of the banks, it must be 
emphasised that the success of the movement in this 
country has been due in large degree to public confidence 
in the trustees. But the public may not always realise 
the limitations of the trustees’ functions. The trustees 

c2 
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are never responsible for the choice of the under- 
lying securities, and while they have to satisfy 
themselves, under most trust deeds, that a proposed 
elimination is in the best interests of the certificate- 
holders, they have no power to initiate such proposals. 
In the flexible trusts, similarly, they are not responsible 
for changes within the permitted list, so long as the trust 
deed provisions are satisfied. For the income of the fixed 
trusts, the trustees are in no sense responsible. They 
merely supervise its proper distribution. It is told, on 
good authority, of a member of a financial institution 
east of the Stock Exchange, that he inquired of his broker 
concerning the merits of a certain fixed trust, adding 
‘“‘ The certificates yield 5 per cent., which is guaranteed 
by the bank.” Such misconceptions sound elementary, 
but they might be excused of the layman, who has been 
accustomed to the prominent display of the trustee’s 
name in some publicity matter. There are signs, however, 
that the banks are now more concerned to dispel any such 
misconception in the public mind, and are insisting on a 
strict definition of their functions in advertisements and 
booklets. The phrase “custodian trustee,’’ which is 
adopted in a number of recent formations, is intended to 
convey the fact that the banks’ main function is to provide 
a strong-room for securities, and to undertake the proper 
issue of certificates and dividends to the beneficiaries. 
The vague suggestions, recently current, that the banks 
would be bound to accept greater responsibilities if 
weakness occurred, because the public has invested on the 
strength of their names, have no legal justification, for 
their obligations are defined by the trust deed and by 
nothing else. 

The banks, however, could not lightly contemplate 
weakness in a movement which they have done so much 
to foster, indirectly by acting as trustees, and directly by 
effecting substantial sales for their customers. Their 
position as trustees may not allow them wide scope in 
day-to-day management, but in most cases they have 
power to reject any undesired use of their name in 
advertisements. The “ vetting ”’ of advertisements could 
clearly effect further improvements. Yields of 5 per cent. 
or more cannot be obtained under contemporary con- 
ditions without undertaking commensurate risk. To 
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describe such yields as “ assured’”’ stretches ordinary 
usage too far. A bold reference to the trustee on such 
advertisements can easily suggest implications to the 
lay investor which, in fact, are non-existent. 

It is doubtful if the banks, at the inception of the 
movement, had any greater inkling of its rapid develop- 
ment than the average observer. Spirits have been called 
from the vasty deep. Are the banks and other trustees 
prepared to play their part in effecting a stricter degree of 
control? Existing management groups, whether in the 
Association or not, are themselves agreed that such control 
is necessary. The trustees’ legal responsibilities are 
strictly defined, but their functions have been extended in 
the public mind beyond narrow definitions of custodian- 
ship. The banks, therefore, may have to consider whether 
any steps can usefully be taken, either in liaison or in 
individual cases, further to protect the certificate-holder. 
Some observers, inside the movement, would prefer all 
control to come from the trustees. At this stage, that 
seems an unlikely development. But if the Departmental 
Committee’s report is followed by legislation, the closest 
co-operation between the trustees, the Stock Exchange, 
and the government departments concerned will be in the 
clearest interest of the investor, and, not inconceivably, 
in the interest of trustees also. 


Building Societies in 1935. 


By Hargreaves Parkinson 


HE building society movement will shortly celebrate 

| the hundredth year of its attainment of compre- 
hensive legal status. It was in 1836 that the first 

Act of Parliament relating exclusively to building society 
operations was passed. The movement can look back 
with pride and satisfaction to a century of public service 
in the truest sense. It ranks, to-day, among the largest 
thrift agencies in the country. Judged by its total funds 
indeed, it is now the largest of all the movements which 
cater for the small investor. According to a recent 
estimate by Lord Eustace Percy, the total sum standing 
to the credit of ‘‘ persons of small means ”’ is no less than 
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£2,723 millions, of which the building societies account for 
£555 millions, the Post Office Savings Bank for £539 
millions, National Savings Certificates for £500 millions 
and the Trustee Savings Banks for £293 millions. Com- 
pared with these figures, the operations of the new fixed 
trust movement—whose “‘ competition ”’ with the building 
societies has been a subject of recent discussion in some 
quarters—are as yet a small matter. An authoritative 
estimate puts the total sales of fixed trust certificates, 
up to the present, at no more than £50 millions. 

For some time, indeed, every successive year has been 
annus mivabtlis for the building society movement. The 
year 1935 was no exception. It was made memorable by 
a brilliantly successful International Congress, held at 
Salzburg in September, which brought together building 
society representatives from many countries. For 
the British societies, the year was distinguished by the 
making of what, by all appearances, will rank as a new 
record of progress, as measured by business doneand total 
assets achieved. The remarkable development of building 
society operations from the end of the Great War up to 
the beginning of the last year may be appreciated from the 
following table, which is based on the comprehensive 
figures for the whole country, compiled by the Chief 
Registrar :— 

PROGRESS OF THE MOVEMENT 
Amt. advanced Balance due on 
No. of No. of on Mortgages Mortgages at 
Year Societies Members* during year end of year 


£ £ 

1913... .. 1,550 617,423 9,131,017 60,733,464 
1919 .. >. oe 672,369 15,840,961 57,865,967 
1924 .. ~« Snes 1,000,988 40,584,606 119,744,926 
1929 .. .. 1,026 1,265,329 74,718,748 268 141,456 
19032 «+ EOm 1,692,167 82,142,116 388,377,535 
ae .. 1,013 1,747,980 103,195,663 423,512,027 
1934 .. - Sa 1,856,491 124,214,655 475,693,283 
* These figures refer to “‘ share investors” only. In addition there 
were 694,042 depositors at the end of 1934. 


Recently, every year’s figures have made a new 
‘“record.”” Reference to the table will show that the 
total amount advanced on mortgage, in 1934, was eight 
times as great as the figure for 1919, the first year after 
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the war. During the same period, the total balance 
outstanding on mortgages increased by 720 per cent. 
In 1933, for the first time, the amount of new advances 
in a single year passed the {100 millions mark. That 
total, however, has since been comfortably exceeded. In 
1934 a figure of nearly £125 millions was attained, and 
the omens suggest, beyond peradventure, that even this 
amount will be surpassed when the full returns for 1935 
are available. As a final index of the phenomenal 
rapidity of the movement’s expansion in the course of a 
single decade, it may be pointed out that the total assets 
of all the building societies rose from {169,196,658 in 
1925 to {555,028,811 in 1934—an average increase of 
nearly £43 millions a year. It will be observed, further, 
that this remarkable growth has been an intensive 
development within the movement itself, unaccompanied 
by any increase in the aggregate number of societies. 
Indeed, it has been simultaneous with a tendency 
towards consolidation, for the total number of societies 
has fallen by one-third since I913, and by 23 per cent. 
since 191g. 

At the moment of writing, individual societies are in 
process of publishing their reports for the year 1935. 
Complete figures will be unavailable until early in the 
summer. By the courtesy of the Chief Registrar, they 
are usually compiled in time for consideration by the 
delegates to the annual conference of the National 
Association of Building Societies, which this year has 
been fixed for June 2nd to 5th at Llandudno. The 
nature of the figures, however, is sufficiently indicated 
by the results of a large sample of societies, which have 
been compiled by the Building Societies Gazette—a journal 
without rival in its own field. If, to the figures for 
89 societies given in the March issue of the Gazette, we 
add those of the Halifax Building Society, the largest 
of all, the following position (on page 28) is revealed. 

The figures cover the operations of the largest and 
second largest individual societies in Great Britain, 
together with those of 88 other societies, including many 
of the more important and progressive institutions. 
Although the figures cover no more than go out of a 
total of over 1,000 societies, these in 1934 owned 72 per 
cent. of the total assets of the whole movement and were 





28 THE BANKER 


responsible for 70 per cent. of the total advances made. 
The sample can thus be taken as a soundly representative 
guide to developments in the movement generally. If 
new advances increased in 1935, as compared with 1934, 
in the same ratio as those of the societies shown in the 
table, the total for the whole country would be approxi- 
mately £1274 millions against {£124 millions. If total 
assets similarly increased for all societies, at the rate shown 
for the go in the table, the total at the end of 1935 would 
be £597 millions against £555 millions. Thus the societies 
are within sight of the {600 millions mark for total assets. 


PRELIMINARY RESULTS FOR 1934-35 


Number of Advanced Balance due 
Shareholders on Mortgage on Mortgages at Total 
and Depositors during year end of year Assets 


{ 


£ £ f 
Halifax 1934* 622,323 21,694,201 78,099,086 102,797,613 
** | 1935* 659,509 21,712,318 85,942,329 108,087,466 


: 1934 258,106 8,704,756 37,858,316 45,020,830 
Abbey Road from 267,617 7,282,501 40,273,251 46,131,622 


Total, fem 1,981,372 87,431,952 335,893,474 398,353,896 


1935 2,104,650 89,846,844 371,949,506 427,879,844 
* Twelve months to January 31 of following year. 
t Including Halifax and Abbey Road. 


go Societiest 


Clearly, the fear that the growing popularity of the 
fixed trusts (whose resources are devoted to the purchase 
of Stock Exchange securities) has drawn away con- 
siderable funds which might otherwise have been placed 
with the building societies, has been somewhat ex- 
aggerated. On the tentative estimate made in the 
preceding paragraph, the total assets of the building 
societies increased last year by upwards of £40 millions. 
The total increase in sales of fixed trust certificates, 
during the same year—according to returns submitted 
to The Economist by the trusts themselves—was {25 
millions. Whether a certain proportion of the resources 
of small investors has been diverted from the societies 
to the trusts is a moot point, but the fact that total 
building society assets have increased since 1931 (the 
year in which the first all-British fixed trust was formed) 
by approximately {180 millions, while the present 
outstanding certificates of all the fixed trusts are not 
greatly in excess of £50 millions, speaks for itself. 
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It would be going too far, however, to say that there 
are no signs whatever of a possible check to the rate of 
progress of the building societies, or that the future may 
not bring its own peculiar problems. It may be significant 
that the amount advanced on mortgage last year by the 
largest society showed an increase over the previous year’s 
figure of only £18,117, while the corresponding total for 
the second largest society showed a decrease of £1,422,255. 
The new advances of the go societies whose results are 
summarised in the preceding table showed a net increase 
of {2,414,892 (2-8 per cent.) during the year, but this 
figure was the resultant of an increase of {6,722,501 on the 
part of 52 societies and a decrease of £4,307,609 on the 
part of the remaining 38. 

This significant variation in the “ new business ” 
experience of different societies, moreover, was not 
clearly traceable to any geographical factor. To some 
extent, the societies domiciled in the north of England 
tended to show decreases, or less considerable increases 
than those in the south. Some of the largest increases 
are recorded by societies like the Co-operative (£1,056,593), 
the Isle of Thanet (£502,968) and the National (£476,575), 
while some of the largest declines were recorded by 
societies with headquarters in counties like Lancashire 
and Yorkshire. There was, however, no sort of uniformity 
in the figures. Three societies domiciled in Bradford 
showed declines of £994,617, £170,488 and £34,097 
respectively, while two societies in Leeds registered 
decreases of {278,927 and £78,568 respectively. On the 
other hand, certain societies located elsewhere in the 
West Riding actually disclosed increases. The new 
advances of the Skipton Society for instance, rose by 
£267,578, those of the Keighley and Craven Society by 
£192,224, and those of the Otley Society by £16,312. In 
Lancashire, the Burnley Building Society recorded an 
increase of £487,092, while the Borough Society, domiciled 
in the same town, revealed a decline of £73,629. 

Many of the larger societies have, in fact, gone so far 
afield in developing their business, that generalisations 
based merely on the location of their headquarters may 
be very misleading. On the whole, however, the figures 
leave an impression that policy in the matter of new 
advances was not entirely uniform in the movement 
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throughout last year. There is just a slight suggestion 
that the movement found itself in the position of the 
Etruscan Army before the Tiber Bridge, when “ those 
behind cried forward, and those in front cried back.” 

It may be, in short, that the reduced volume of new 
business of some of the larger societies, and the check to 
the growth in the figures of others, was to some extent a 
matter of policy rather than of necessity. There is no 
question of the ability of these societies to obtain increased 
funds if they require them. The boot, indeed, is on the 
other foot, for many societies have combined a policy of 
reducing their interest rates (which are now, in general, 
44 per cent. or under for borrowers, and, not infrequently, 
3 per cent. to 24 per cent. for shareholders and depositors 
respectively) with the maintenance of restrictions on the 
total amounts of new shares and/or deposits. Though 
these restrictions have been somewhat relaxed recently, 
in certain instances, it remains true to say that if the 
societies generally wished to employ increased funds in 
the making of new advances, they would have no difficulty 
whatever in obtaining them. 

That building society organisation and finance has 
been one of the major factors in the most remarkable 
building boom within living memory is a matter nowhere 
in dispute. Is the boom showing signs of slackening, 
either this year or the next—so far, at least, as owner- 
occupied residential property is concerned? If so, is it 
becoming increasingly desirable that the movement should 
agree upon some “code” of conservative principles, 
designed to secure a sound common policy in the making 
of new advances, on the lines forcefully urged by certain 
of the movement’s most prominent leaders, like Sir 
Harold Bellman, the Chairman of the National 
Association ? 

Any relaxation of well established practice, in an 
effort to “‘force’”’ new business, would be greatly 
deplored. Indiscriminate “ block’ advances, over-close 
association with individual speculative builders, and a 
wide extension of facilities to persons of low income who 
make no substantial initial deposit—all these are features 
which the far-sighted leaders of the movement are anxious 
to avoid, at any cost. Apart altogether from the 
possibility of changed “ market ’”’ conditions, sooner or 
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later, the wisest brains in the movement are keenly 
aware that the building societies, with theirresponsibility 
for vast sums of money must, like the banks, take Caesar’s 
Wife as their patron. Their credit with the public is their 
chief asset—and the strength of a chain is that of its 
weakest link. 


Bankers and the Law 


By our Legal Correspondent 


HE case of Plunkett v. Barclays Bank, Lid., before 

Mr. Justice du Parcq involved discussion of two 
interesting questions: (1) The effect of a garnishee 

order ist upon a Solicitor’s ‘‘ Clients Account ’’ opened 
pursuant to the Solicitors Act, 1933, and (2) the effect of 
marking a cheque “refer to drawer” as regards the 
law of defamation. In discussing the case we omit 
some of the points of no legal interest and deal with 
it merely as relating to the above points—as the judge 
said—‘‘ the questions at issue being clearly of importance 
not only to banks but to solicitors and their clients.” 
The facts, so far as material for our purpose, were as 
follows:— In August, 1935, the plaintiff, who was a 
solicitor, opened a Clients Account as well as his own 
account with the defendant bank at its Kingsway 
Branch. This was done in pursuance of the Solicitors 
Act, 1933, and the Rules made thereunder. Nothing 
was paid into the Clients Account on opening it, but on 
September 7 the plaintiff put into it the sum of £48 5s. 
in cash. In fact that money had been received from a 
client for payment to a third party in due course. On 
September 9 a garnishee order 7st was made and served 
upon the defendant by the Divorce Division in respect 
of a debt of £150 17s. gd. costs owing by the plaintiff to 
his wife who had obtained a divorce from him. The 
garnishee was in common form and ordered: “ That all 
debts owing or accruing due from the garnishees (i.e. 
the bank) to the respondent (i.e. the plaintiff in this 
action) not exceeding the sum of £150 17s. gd. be attached 
to satisfy the amount due from the respondent to the 
petitioner.” The bank, on receipt of this order, notified 
the plaintiff of it and was told that in view of the bank 
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the order applied to garnishee effectively both his own 
account and the money in the Clients Account and 
therefore no cheques could be honoured drawn upon this 
account. Now it happened that, in fact, the plaintiff 
had drawn a cheque for the £48 5s. in that account payable 
to a Mr. Nichols, the person proper to receive that money 
from the plaintiffs’ client, and after service of the garnishee 
order on the defendant, Mr. Nichols duly presented his 
cheque for the £48 5s. At first the defendant bank 
temporised and asked for confirmation of the indorse- 
ments, but on re-presentation of the cheque they adhered 
to their view of the effect of the garnishee order and 
marked the cheque “ refer to drawer.” 

It was in these circumstances that the plaintiff 
claimed against the bank damages on the grounds (1) 
that the bank had acted negligently and in breach of 
their contract with him when they dishonoured the cheque, 
and (2) that the words “ refer to drawer ’’’ on the cheque 
were a libel and defamatory of him. The defence of the 
bank was that the garnishee order was perfectly general 
in its terms. It did not except the Clients Account, 
but covered all debts owing by them to the plaintiff 
and therefore the order precluded them from meeting the 
cheque. And, as to the marking R/D, in the circum- 
stances that was the only course reasonably open to them 
and could not be held to be defamatory. It was the 
least objectionable and most colourless form of marking. 

In dealing with these issues the learned judge found 
it necessary to consider the effect of Section 8 of the 
Solicitors Act, 1933—the well-known protection section 
secured by the bankers and intended to guard against 
any suggestion of additional obligation upon a banker 
by reason of the statutory duty of a solicitor to open 
a Clients Account. Prior to the Act, many solicitors 
voluntarily opened such an account and it was felt 
desirable that when the Act was passed no further burden 
of legal duty should be placed on a bank. The section 8 
is as follows: 

Subs. (1) : Subject to the provisions of this Section no bank shall, 
in connection with any transaction on any account of any 
solicitor kept with it or with any other bank (other than an 
account kept by a solicitor as trustee for a specified beneficiary), 
incur any liability or be under any obligation to make any 
inquiry or be deemed to have any knowledge of any right of any 
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person to any money paid or credited to any such account which 
it would not incur or be under or be deemed to have in the case 
of an account kept by a person entitled absolutely to all the 
money paid or credited to it: 


Provided that nothing in this subsection shall relieve a bank 
from any liability or obligation under which it would be apart 
from this Act. 


Subs. (2): Notwithstanding anything in the preceding subsection 
a bank at which a solicitor keeps an account for clients’ moneys 
shall not, in respect of any liability of the solicitor to the bank, 
not being a liability in connection with that account, have or 
obtain any recourse or right, whether by way of set-off, counter- 
claim, charge, or otherwise, against moneys standing to the 
credit of that account : 


Provided that nothing in this subsection shall deprive a bank of 
any right existing at the time when the first rules made under 
this Act come into operation. 


This is, we believe, the first judicial pronouncement 
upon the effect of this section, and Mr. Justice du Parcq 
said that he had found it necessary to consider carefully 
what effect Section 8 of the Act might have on the 
rights and liabilities of the parties to the action. Section 8 
clearly included Clients Accounts kept by solicitors within 
its ambit, and enacted that no bank should, in connection 
with such accounts, be deemed to have any knowledge 
of any right of any person to any money paid or credited 
to any such account which it would not be deemed to 
have in the case of an account kept by a person entitled 
absolutely to all the money paid or credited to it. That 
seemed to be another way of saying that the bank should 
not, in the circumstances mentioned, be deemed to have 
any knowledge which it had not in fact as to such rights. 
Nobody could be deemed to have knowledge of rights 
of third persons to money in a customer’s account, when 
the customer was absolutely entitled to all the money in 
it. Equally, he thought, a bank was relieved by the 
section from any obligation to make inquiry as to the 
rights of third persons in respect of a Clients Account. 

The judge pointed out, however, that all that, was 
subject to the important proviso that the bank was 
not relieved by the Act from any obligation under 
which it would be apart from the Act. Further, it was 
to be observed that the section did not say that the 
bank was to be deemed to be ignorant of facts which were 
within its knowledge, or that it was to be deemed to be 
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ignorant of the law. In his judgment the defendants 
were in the same position, for the purposes of the case, 
in which they would have been before the passing of the 
Solicitors Act, 1933, and the coming into operation of the 
statutory rules if the Clients Account had been kept 
voluntarily by a solicitor who, to their knowledge, guided 
himself by self-imposed rules having the same effect as 
those which were now statutory. 

On that footing it was clear that the judge had to 
deal with the case as one where the bank must be taken 
to have known that the £48 5s. was trust money, for 
under Rule 3 of the Rules made under the Act, only 
certain moneys can be paid into a Clients Account 
and on the facts of the present case the £48 5s. clearly 
was under (a) in that Rule being “‘ money held or received 
on account of a client.’”’ This much the defendant bank 
knew although they did not know and were under no 
obligation to inquire what person or persons had an 
equitable claim to it. Therefore the single question 
arose, ‘‘ Does the mere fact that it is trust money make 
it any the less a debt due or owing to the trustee (i.e. 
the customer) from the bank?’”’ Now the Rules of the 
Supreme Court on which garnishee proceedings depend 
show clearly that if any money standing to the credit of 
the customer—even though earmarked to a particular 
account—is a debt due to him it comes within the main 
Rule. It is true that the Courts have held that where 
the garnishee knows that his creditor (the judgment 
debtor) is a trustee and that the money belongs in reality 
to a third party, it is the duty of the garnishee, in answering 
the order, to inform the Court of the claim of the person 
beneficially entitled. It is also held that “‘ the Court 
ought not to make the order absolute if it was shown 
that there was reasonable ground for thinking that the 
money due to the executrix creditor was trust money, 
even though the suggestion did not come from the 
garnishee.” But there is nothing in the Rules that says 
that the garnishee can treat the money, if a debt payable 
by him to the judgment debtor, as other than money 
subject to the garnishee order, leaving the Court to 
settle any other equitable claims there may be. Hence 
Mr. Justice du Parcgq, after considering the Rules, said he 
found it impossible to say that money paid into a Clients 
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Account kept with a bank in the name of a solicitor 
was not a debt owing from the banker to the solicitor. 
It could not be denied that the relation of debtor and 
creditor subsisted between the bank and the solicitor. 
The solicitor might at any time draw a cheque on the 
account, and the bank must honour it. The service of 
the order nist gave the judgment creditor an equitable 
charge on the debt, and he (Mr. Justice du Parcq) could 
not think that it was ever intended that the garnishee 
should be compelled to adjudicate on conflicting equities, 
even though the problem presented by the conflict might 
appear to the lawyer to be a simple one. For those 
reasons he was of opinion that the defendants were right 
in thinking that the money due from them on the Clients 
Account was a debt due to the plaintiff and that the 
garnishee order ist bound that debt in their hands. 

Before leaving the case, the learned judge offered 
certain practical suggestions and we give them in his own 
language. They will no doubt be duly noted. First, if his 
view expressed above were right, it was said that the con- 
sequences would sometimes be serious. Some time must 
elapse between the making of the garnishee order nist and 
the hearing of the application for payment of the debt to 
the judgment creditor. It might well happen in the case 
of a solicitor who was a judgment debtor that he was 
not in a position to find the money necessary to satisfy 
the claim of a client out of his own pocket. Those 
considerations were not strictly relevant to the question 
of law which had to be decided. He thought it right to 
say, however, that apart from the duty of the garnishee 
to inform the Court of the nature of the account, it was the 
manifest duty of a bank, as the defendants in this case 
recognised, to inform the customer at once of the service 
of the order and of the fact that cheques on the account 
could not be honoured. 

Another useful suggestion was that the judge thought 
it would be well that judgment creditors applying for 
garnishee orders nzsz should realise that they might incur 
costs unnecessarily if the order was so drawn as to affect 
a Clients Account. It was always open to the creditor 
to ask the Court to restrict the terms of the garnishee 
order nist so that such an account would not be affected 
byit. He had no right to lay down any rule in the matter, 
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and he did not seek to do so, but the Court might some- 
times think it proper in future to call the attention of the 
judgment creditor to that aspect of the matter when an 
order was sought against a practising solicitor. There 
was no reason why the common form of the order should 
not be modified in a proper case. 

Now for the second question raised in the judgment— 
the suggestion of libel. Here the learned judge took 
the view that we have always held and have expressed 
in at least one previous contribution. He held that, in 
the circumstances of the case, the words “refer to 
drawer ’’ were in his opinion no libel. He respectfully 
adopted the language of Mr. Justice Scrutton in Flack v. 
L. and S. W. Bank, Limited (31 The Times L.R. 334, 
at 336), where that judge said that the words “ refer 
to drawer,” in his opinion, in their ordinary meaning 
amounted to a statement by the bank, “‘ We are not 
paying; go back to the drawer and ask why,” or 
else, ‘‘ go back to the drawer and ask him to pay.” 
In the view he took of the case the bank were 
justified in not paying under the moratorium, and he 
did not think that it was possible to extract a libellous 
meaning from what had been said by the bank. 

Once again comes up for discussion the claim of an 
extinct Russian banking concern with funds to its credit 
in England. The House of Lords, by a majority, has 
decided that the liquidator of the Russian and English 
Bank can claim against Baring Brothers & Co., Ltd., the 
two sums of £80,000 and £100,000 left in the hands of the 
Barings since 1917. The litigation has had a curious 
history and the ultimate decision, although it has been 
in favour of the liquidator, was carried in the House of 
Lords by a majority of three to two. In the Court of 
Appeal and in the Court of first instance the judges 
were unanimous against the claim of the liquidator. 
But the bare majority in the House of Lords carries the 
day the other way. This is how our legal system works. 
Ignoring the degrees of judicial rank, there are six judges 
against the liquidator and three for him. But the 
three in his favour were in the House of Lords and their 
decision is final. It is a longish story with a rather 
dramatic ending. Look at a short diary of the facts: 

1g10o—April—Plaintiff bank incorporated in Russia. 
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1915—December—Opened a branch in London (up 
to 1920—June—Did extensive business in London). 

1917—November—Left in hands of Baring Brothers 
for account of its London Branch two sums of £80,000 
and £100,000. 

1918—January—Decree of Soviet Government dis- 
solves the plaintiff concern and in Russian law it ceases 
to exist. 

1921—March—tThe plaintiffs bring an action in Chan- 
cery Division to recover the above sums with interest. 
But owing to doubts as to the real position of the Russian 
banks these proceedings were in abeyance until 1931. 
Mr. Justice Eve stayed the action. 

1932—March—Winding-up order against plaintiff bank 
by Mr. Justice Bennett made under Section 338 (1) (d) (i) 
and (2) of the Companies Act of 1929. That is to say, 
the plaintiff company was treated as a foreign company 
dissolved by the laws of its own country and having 
ceased to carry on business here and treated as an un- 
registered company. 

1932—December—Application by the liquidator to 
remove the stay of the original action started in 1921 
refused by Mr. Justice Bennett who said that the plaintiffs 
were dissolved and there was no plaintiff at all any 
more than there was when Mr. Justice Eve stayed the 
action. 

Accepting this decision the liquidator, acting with 
the Committee of Inspection, sued out a writ in the 
present action claiming the same recovery of the £180,000 
and interest as in the original action. The contention 
was that the winding-up order revived the plaintiff bank 
for all purposes of the liquidation and it could sue, as by 
Section 338 all provisions of the Act as to winding-up 
applied. 

1934—July—Baring Brothers & Co., Ltd., the defend- 
ants in this action took out a summons against the 
plaintiff bank for a stay of the action on the ground that 
the bank was a dissolved corporation. Mr. Justice Clauson 
held that the plaintiff bank could sue no more now than 
it could before the winding-up order: it had not been 
re-animated and the dissolution was not avoided by the 
order for winding-up. He did not see how a liquidator 
could sue on behalf of a non-existent company. On 

D 
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appeal, the Court of Appeal (Slesser and Roche, L.J J.) took 
the same view. It is this last decision that the House 
of Lords has now upset. Lords Blanesburgh, Atkin 
and Macmillan held that the liquidator could sue for the 
recovery of the sums. Lords Russell of Killowen and 
Maugham differed and upheld the judges below. So bya 
majority of one the House of Lords has held that the 
action can be brought and the stay is removed. For 
the detailed argument we must refer our readers to the 
excellent report in The Times newspaper of March 12. 
We venture to think that the majority of the House of 
Lords is the better view. At least it gives real effect to 
the winding-up. If by the Act the winding-up is per- 
missible it would prove sterile in such a case as this if the 
liquidator could not sue. This company is alive for pur- 
poses of winding-up. 


Should Australia Deflate? 


By W. T. C. King 


HE Australian banking world is in the throes of 
a fresh controversy. Admittedly, that fact alone 
would have aroused but little interest here in 
London. The City well knows that controversy has 
been an almost normal feature of Australian banking 
for over a quarter of a century. But the slump period 
has at least to its credit the shifting of the crux of the 
debate from vague political dogmas to fundamental 
economic problems. Australia, since 1929, has faced 
realities in more senses than one. Her latest controversy, 
like its recent predecessors, revolves around live practical 
issues, not half-baked theories. And the issue is certainly 
the most important since the spectacular exchange rate 
dispute of 1930/31. 

The outward sign of dissension, as in that heated 
tussle of five years ago, has come from the decision of 
one of the banks to break away from the concerted 
rate policy of the Associated Banks. On March 2 the 
Bank of New South Wales announced an increase of 
4 per cent. in all its allowances for fixed-term deposits. 
The man in the street, to whom that independent move 
by the “ Wales” was the first indication that any 
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controversy was afoot, might reasonably draw two 
conclusions. First that the difference of opinion came 
suddenly; secondly, that it was no more than a com- 
petitive squabble about deposit rates. On both counts 
he would be wrong. Among the expansionist school, 
of which the ‘‘ Wales ”’ Bank is the acknowledged leader, 
dissatisfaction has been accumulating for months. And 
the issues involved, far from being confined to deposit 
rates, lie at the very roots of Australia’s economy. It has 
been said that the past month’s developments mark the 
end both of cheap money and of trade revival in 
Australia; that she is within sight of troubles as difficult 
as those of 1930. Here is exaggeration, but it serves 
to show that the latest dispute cannot be lightly 
dismissed. 

Our first task, clearly, must be to sketch the general 
background. With certain minor deviations, Australia 
followed the orthodox road out of depression. She sought 
both budgetary and “ external’”’ equilibrium by well- 
planned deflation, and her pastoralists eschewed artificial 
supports for their commodity. They sold their produce 
for what it would fetch—and tightened their belts. The 
first sign of better world demand thus found wool ripe 
for a rise. In the autumn of 1933 wool values rose 
steeply ; and Australia’s wool “‘ cheque ’”’ for the season 
1933/34, despite a collapse of prices in its second half, 
expanded from {£A36 millions to £A57 millions. That 
bumper wool cheque has been a dominant influence in 
Australian economy ever since. It brought prosperity 
to the pastoralists. It gave strong stimulus to secondary 
activity. And it came at the psychological moment—the 
moment when past deflation and low money rates had 
between them created a sound basis for revival. Since 
the middle of 1934 recovery has spread steadily to all 
branches of industry. The building trades were among 
the first to respond, and in 1934/35 permits for the six 
capital cities rose by 57 per cent. to a figure nearly four 
times their 1931/32 level. A big expansion of demand 
for steel, pig-iron, cement, bricks, and other materials 
naturally followed. The motor trade, the furnishing and 
clothing industries, the ‘‘ consumption ”’ trades generally, 
have moved steadily forwards. From a high point of 
30 per cent. in the June quarter of 1932, the quarterly 
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percentage of trade union members unemployed has fallen 
uninterruptedly. It was no more than 13-7 per cent. 
in the last quarter of 1935, against 18-8 per cent. a year 
previously and an average of 10-8 per cent. for 1928, 
the pre-slump year. 

This striking revival has inevitably brought a big 
jump in imports. Owing, however, to the usual time-lag 
in the response of secondary activity, imports rose hardly 
at all during the period of soaring wool values. In 
1933/34, when exports leapt by some £15 millions sterling 
to {98-6 millions, imports rose by only {2-7 millions, 
to {60-7 millions. In the following year, when, owing 
to a fall in the wool cheque to £A39 millions, exports 
dropped to {90-2 millions sterling, imports rose steeply 
—by no less than {13-4 millions. Thus the visible 
export surplus of {37-9 millions sterling, which so 
opportunely replenished London balances in 1933/34, 
was reduced to only £16-1 millions in 1934/35—roughly 
£8 millions Jess than was required to meet the overseas 
debt servicealone. This expansion in imports, moreover, 
was no mere reaction from the abstention of the slump 
period: that void had been filled by a big increase 
(by nearly {£14 millions sterling) in 1932/33. This 
second wave plainly reflects a general increase both in 
spending power and in readiness to spend, for a large 
proportion has consisted of luxury or semi-luxury goods 
—tobacco, spirits, furs, petrol, fancy goods and carpets 
all show large percentage increases. In sum, during the 
last completed fiscal year there was some evidence of that 
top-heavy development which has so often caused 
misgiving in the past. 

The impact of these developments upon the banking 
situation can be briefly sketched. In 1933/34 the banks 
found even greater difficulty in achieving active employ- 
ment for their resources than they had done in the two 
previous seasons. Their balances were greatly expanded 
by the rebuilding of London funds, while the restored 
wool prosperity, by unfreezing rural credits, actually 
brought a net repayment of advances, except for seasonal 
export financing. Thus advances rose only fractionally 
in the year to June 1934. Since then, however, the big 
expansion of secondary activity has brought a strong 
upswing, as the following table plainly shows :— 
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AUSTRALIAN BANK ADVANCES* 
ADVANCES, DISCOUNTS, ETC. RaTIO To DEPOSITS 
Quarterly June December December 
Averages £A ’000s £A ’oo0os 


1929 _ 264,357 292,671 
1930 ba 279,272 272,430 
1931 ¥4 259,304 251,961 
1932 ae 244,136 243,275 
1933 ++ = 242,444 246,570 
1934 +» «= 243,882 254,939 
1935 261,154 269,244 


* Including Commonwealth Bank’s General Banking Department. 


The ratio columns of this table point directly to the 
central feature of the recent trend—to the fact that the 
big rise in advances over the past eighteen months has 
coincided with a falling trend in deposits. Except during 
the slump, when they were inflated by the financing of 
Government deficits, deposits, broadly speaking, have 
been dominated by the fluctuations in London funds. 
It is true that, from 1932 onwards, reviving trade has 
brought a sharp reversal of the earlier swing-over from 
demand to time accounts. Movements in the total, 
however, have followed the London trend: just as the 
big expansion of 1933/34 reflected sales of surplus sterling 
by the trading banks to the Commonwealth Bank, so the 
subsequent fall has come from trading banks’ drafts on 
sterling resources. These trends are shown on page 42. 
We have now assembled nearly all the data which 
are necessary to a balanced view of the recent controversy. 
It arose from the fact, clearly evident from our two tables, 
that since June, 1934, the banking position has moved 
quickly from ease towards stringency. The extent of 
the pressure on the trading banks, moreover, is under- 
stated by the ratios given in the first table, for since 
mid-1934 the Commonwealth Bank’s advances have 
fallen quite sharply. Recent figures for the trading 
banks alone are, unfortunately, not available in London, 
but it may be noted that over the twelve months to 
September 30 last their advances’ ratio to deposits rose 
from 83-3 to go-g per cent. Such a ratio is high even 
for Australia, and it has been freely stated that the banks 
have not merely reached the limit of their power further 
to finance revival, but that they may actually be forced 
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to curtail existing credits. Thus for some months 
complaints have been growing that the authorities have 
been pursuing a deflationary policy which may be fatal 
to Australian prosperity. 


AUSTRALIAN BANK DEPOSITS* 


Not Bearing Interest 
Interest Bearing Total Ratio of 
Quarterly (a) (b) (c) (a) to (c) 
Averages £A ‘000s £A ’ooos £A ’ooos % 


1929—June .. 125,292 189,337 314,629 39°8 
ae 112,621 194,588 307,209 36-6 
1930—June .. 102,039 191,884 293,923 34°8 
DOC. «. 91,248 193,385 284,633 32°1 
193I—June .. 89,483 193,593 283,076 31°6 
Dec. .. 96,176 199,606 295,782 32:6 
1932—June .. 95,722 216,545 312,267 30°6 
Dee. .. 93,428 216,531 309,959 30-1t 
1933—June .. 95,352 218,762 314,114 30°3 
ae 101,562 216,580 318,142 31°9 
1934—June .. 113,744 224,192 337,936 33°6 
Pec. .«; 113,241 222,389 335,030 33°8 
1935—June .. 118,266 218,743 337,009 35°1 
Dec. .. 121,045 211,188 332,233 36-4 
* Including Commonwealth Bank’s General Banking Department. 
t+ The low point in the whole cycle was 24 per cent., for the third 
quarter of 1932. 


The precise source of the grievance is plain for all to 
see. As we have pointed out, the decline in deposits 
(which would have been larger had the banks not allowed 
cash ratios to fall) has come wholly from a contraction of 
bank cash. Now in Australia, bank cash, apart from 
holdings of actual currency, comprises balances with the 
Commonwealth Bank and holdings of Commonwealth 
Treasury bills, which are rediscountable. The former 
have been depleted sharply by the deterioration of the 
external balance. The latter have declined through the 
Commonwealth Bank’s recent policy of keeping a larger 
proportion of the available bills within its own portfolio. 
As, however, there has been no ne? reduction in the total 
bills, this change has simply transferred bank cash from 
bills to balances. Treasury bill policy, it is important to 
note, has not as yet aggravated the natural decline in 
total cash, notwithstanding frequent assertions to the 
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contrary.* It is, of course, well recognised that there 
must be a broad relationship between the volume of bank 
cash and the supply of London funds, for only thus can 
the scale of domestic commitments be appropriately 
linked to the ultimate credit base. But it is equally clear 
that in a primary country the link must not be too rigid. 
The chief justification for the “ fixed ’’ exchange system 
is that it enables the authorities to prevent purely 
seasonal changes in London funds from causing local 
credit disturbances. The “ smoothing ”’ principle, more- 
over, can be extended further: in determining credit 
policy the shortfall of a lean season can (and often should) 
be balanced against the surplus of a good one. Thus the 
present complaint of the expansionist school is not that 
bank cash has fallen during the period of ebbing London 
funds, but that it has fallen too steeply. 

This charge of insufficient ‘‘ smoothing ”’ is not easy 
to substantiate. True, the London drain caused by the 
excess of debt service over the visible surplus has been 
much less than the actual fall in bank cash—for this, 
including Treasury bills, fell by £16-2 millions sterling in 
the year to September last.t But in 1934/35 the drain 
on trade account was greatly swollen by capital move- 
ments. Overseas interests who had retained Australian 
balances in the hope of a drop in the exchange discount 
remitted them freely when the prospect of a reduction 
disappeared ; and the coincidence of the Royal Jubilee 
with the first year of all-round recovery brought a big 
wave of tourist spending. The total London drain was 
thus very large. Figures computed in a thoroughly 
dependable quarter show that, from a peak of £52 millions 
sterling in mid-1934, the total had dropped to £27 millions 
by mid-1935 and to only {£19 millions by the following 
autumn—a fall of £33 millions over the whole period. 
From this it is plain that the authorities, far from 
allowing the decline to have an undue effect on bank cash, 
have followed a middle course, by neutralising one half 
of the fall. There can be few who, with these figures 
before them, would contend that a more liberal policy 


* See, for example, Midland Bank Review, December, 1935—January, 
1936. 

+t According to the computation of the President of the Bank of 
New South Wales at the last meeting. 
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would have been prudent. For the rise in retail prices 
has been accelerated, notably in the non-food categories, 
and in some industries there have been signs of over- 
rapid expansion. Moreover, in the current year imports 
have shown the same general features as in 1934/35, 
and their rise has grown more steep. Inthe seven months 
to end-January it has wiped out all but £3-5 millions 
sterling of the excellent gain in exports, and competent 
observers all agree that the full year’s surplus cannot do 
more than cover the debt service. And international and 
local doubts have recently led to a new outflow of funds. 

All these factors dictate caution, but there is another 
which is hardly less important. In Australia there is no 
open bill market, and the gilt-edged market is very 
narrow. Thus the authorities’ power to contract credit, 
unlike their power to expand, is limited. In any case, 
as Sir Claude Reading has pointed out,* the trading 
banks, accustomed by seasonal influences to wide changes 
in cash ratios, could if they wished ignore a given reduc- 
tion in bank cash more readily than could, say, the 
English banks. These limitations, so forcibly emphasised 
in 1929/30, have led the authorities to lean even more 
decidedly towards orthodoxy than have the British 
authorities. And they have the justification that, whilst 
their wage-costs are no less rigid than ours, their whole 
economy, being so powerfully influenced by one com- 
modity, is much more liable to sudden shocks. 

One indication of this general policy has been the 
desire of the Commonwealth Bank to fund Treasury Bills, 
apparently on the ground that at a time of pressure a 
refusal by the banks to renew their holdings would lead to 
embarrassing inflation. In that the bills are regarded as 
bank cash, the danger of inflation in such a case is 
questionable, but the disadvantages of sharply varying 
debt costs are evident. So far, as we have implied, 
funding operations have been offset by new issues, but 
Sir Claude Reading’s recent evidence indicated that 
effective funding may be in prospect—he favours an issue 
of £A30 to £A4o millions, against the {A51 millions now 
outstanding. ‘lis declaration, with its threat of severe 
deflation, naturally added fuel to the fire of controversy. 


* Evidence-in-chief before the Australian Banking Commission, 
January 15 last. 
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Then, on February 27, came the Bank’s decision to offer to 
the public £1 million of bills from its own portfolio, 
thereby breaking the tradition that the bills should be 
restricted to the banks. Moreover, the rate of 1? per 
cent. offered was } per cent. above the trading banks’ 
comparable deposit rate. On two counts, therefore, the 
step was attacked as deflationary—first, because it would 
tend to reduce bank cash, and, secondly, because the bills 
competed directly with three months’ deposits. It may 
be noted that the Bank dared not risk the retort that it 
was reissuing bills at a profit. Nevertheless, the “‘ Wales ”’ 
countermoved by the increase in its deposit rate. At 
once there was a break in the investment markets, 
and much “ scare”’ talk of dear money and depression. 
The Commonwealth Bank has since made a somewhat 
tactlessly-managed attempt to force the ‘‘ Wales” to 
retrace its step, but that concern has doggedly stood its 
ground, with the result that the other banks (including 
the Commonwealth) have been forced to come into line. 
The episode has drawn attention to the fact that the 
outlook is less rosy than many believed, and its psycholo- 
gical effect may far surpass its direct deflationary effect. 
Still, it is doubtful whether the bill issue was designed 
as a deflationary move. The probability is that the 
authorities, seeing the dismay at the prospect of funding 
but yet wishing to stand by their cautious policy, sought 
to test the possibility of spreading the bill market, and 
thus of raising the size of the issue which could safely be 
maintained. The test was not a great success, for only 
£315,000 of bills were taken up; but it was hardly to be 
expected that the public would respond at once. Sir 
Claude has declared that he favours an open bill market, 
and it is certainly to be hoped that he will try again, for 
success would greatly aid the Bank’s technical control. 
Not even the development of an open bill market 
would solve the immediate problem. The Bank, with its 
eye on the danger-spots we have noted, feels that there is 
no justification for credit expansion, and that some actual 
deflation may be necessary. Three alternatives to its 
policy have been mooted—import rationing, raising a 
credit in London, and exchange depreciation. The 
first two can be ruled out at once, the one because piece- 
meal planning can never work smoothly, and the other 
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because it would be a mere palliative and psychologically 
disastrous. For the third course it is argued that 
deflation, while it may check imports and speculation, 
will eventually press upon the profits of the primary 
producer, with Budgetary repercussions which will re- 
create the vicious circle of the slump period. The 
authorities reply that exchange depreciation would not 
increase primary exports; that it would throw away 
the London conversion gains; would break the solidarity 
of the sterling bloc; and would give no real assurance 
that the same need would not quickly recur. These are 
weighty arguments, but an impartial observer might well 
lay special stress upon the last one. Recognising the 
dangers of depreciation, but realising that the practical 
alternative may be new deflation, he might well elect to 
risk the possibility of a rise in the rate provided that there 
be no foreseeable danger of an early second rise. In the 
light of the wool outlook for 1936/37, that danger might 
not be great, and would be minimised if the banks 
undertook to scrutinise importers’ advances with more 
than usual care; though it may be noted that of the 
238,000 bales increase in the wool offtake to end- January, 
Japan had taken an extra 163,000 bales. If such 
uncertainties be not rated too highly, a reasonable 
middle course for the immediate future would be for the 
Commonwealth Bank to refrain from new deflation, and, 
if possible, to ease a little the local pressure of any further 
London strain. The decisions it must take are far from 
easy, and, on balance, it is likely to err towards caution. 
If so, the unpleasantness of its choice may well drive 
home the lesson of the need for better technical control. 





The Government and the Central 
Bank in Canada 


By J. F. Cahan 
A CARDINAL point in the programme of the present 


‘ 


Canadian Government is the “ nationalisation ” 

of the Bank of Canada. This step will be taken 
in the very near future, and will take the form of 
legislation to enable the Government to obtain majority 
control of the capital of the Bank and of its Board. 
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The feeling that the central bank of Canada should 
not be a private institution like the Bank of England, 
subject only to indirect and informal government control 
except as regards the fiduciary issue, has been present 
in the minds of many Canadians for a long time. When 
the Bill to establish the Bank of Canada was introduced 
into the House of Commons in the early months of 1934, 
there was a long and tortuous discussion on this point. 
Finally, as a compromise, and in order to get the Bill 
through Parliament, the Government of the day agreed 
to the insertion of certain clauses which gave the 
Government a somewhat greater measure of control 
over the operations of the Bank than was contemplated 
by the Macmillan Commission. 

The first amendment was an additional clause to the 
effect that the Deputy Minister of Finance should be an 
ex officio member of the Board of Directors of the Bank.* 
Since, however, the Board is not expected to meet more 
than four or five times a year, this amendment is not 
nearly as important as a second one which provides that 
the Deputy Minister of Finance shall also be an ex officio 
member of the Executive Committee of the Board.f 
This Committee consists, in addition, of the Governor 
and Deputy Governor of the Bank and one other 
Director elected by the Board. Its function is to conduct 
the day-to-day business of the Bank and to guide its 
policies when the Board is not sitting. Neither as a 
member of the Board or of the Executive Committee has 
the Deputy Minister a right to vote, but his opinion 
must necessarily carry much weight with his colleagues. 
The Deputy Minister is not, of course, a member of the 
Government, indeed, he may not even have been 
appointed by the Government of the day; but he can 
rarely, if ever, be as independent of political patronage 
as a true Civil Servant. 

In addition to the control over the operations of the 
Bank which was given to the Government by these 
amendments, the original Bill provided that the Governor 
and Deputy Governor should be appointed by the 
Government in the first instance, and that they should 











* Dominion of Canada, Acts of 1934, Chapter 43, Section 5 (2). 
+ Ibid., Section 13 (2). 
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hold office for seven years and be eligible for reappoint- 
ment. Future appointments are to be made by the 
Board of Directors with the approval of the Governor-in- 
Council.* 

The Report of the Macmillan Commission contains 
the following comment on this important factor of 
political influence in the working of a central bank :— 


‘“‘ The functions discharged by a central bank 
being of such vital importance to the economic 
and financial life of a country, it is perhaps 
natural to ask whether they could not be ade- 
quately performed by some direct organ of 
government. It has in practice been found that 
a central bank can give most effective service to 
the community if it is free from interference for 
political ends in operating the delicate mechanism 
of the national monetary and financial machine. 
Certain statutory limits have almost invariably 
been adopted in order to emphasise the national 
character of the bank. Thus, apart from the 
detailed provisions of the legislative act constitut- 
ing a central bank, we may refer to the customary 
provision that the profits of the note issue should 
accrue, either directly or indirectly, to the State; 
that in most modern instances a limit is set to 
the profits which may be distributed to the 
shareholders; and, lastly, that the State should 
have a final voice in the appointment of the 
Governor and Deputy-Governor and sometimes of 
certain of the directors. Within this legislative 
framework it has been found that there are pre- 
eminent advantages to the State in entrusting the 
special and highly technical functions of a central 
bank to a body not subject to the vicissitudes of 
political life.” T 


The present writer, while not wishing to criticise the 
general ideas underlying this paragraph, feels that when 
they are applied to the special conditions to be found in 
Canada, they should be subject to considerable modifi- 


* Jbid., Section 8. 
+ Report of the Royal Commission on Banking and Currency in 


Canada, 1933, Paragraph 219. 
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cation. While agreeing that the profits of the Bank 
over and above a certain minimum should accrue to the 
State, it seems to him that, in Canada, the official con- 
nection between the Government and the Bank should 
end at that point. Successive Canadian Governments 
have been accustomed in the past—by virtue of the 
Finance Act—to manipulate the financial machinery of 
the Dominion in ways calculated to relieve them of the 
distasteful necessity of imposing additional taxes on 
an enfranchised populace. This has been done—in 
conformity with practices not unknown elsewhere—both 
by rendering certain Government obligations artificially 
attractive to the banks (who, in order to benefit from 
this, must borrow from the Government and expand 
their liabilities) and by occasional resort to the printing 
press. (The most recent example of the latter method is 
the increase in the fiduciary issue of Dominion notes in 
the summer of 1934 for the purpose of financing unem- 
ployment relief.) From the point of view of any 
Government, the possession of these powers is most 
desirable. 

In Canada, as in the United States, there has been 
for many years a fear of a “‘ banking trust.”’ This fear 
is the strongest weapon in the armoury of those politicians 
who now advocate the “ nationalisation’’ of the Bank 
of Canada. Their argument may be briefly summarised 
as follows: The Crown possesses in common law the 
exclusive right to make and issue money. This right is 
so valuable and so easily abused that it should never be 
delegated to a non-government body. The Bank of 
Canada nowholds this power, delegated to it by Parliament. 
The executive of the Bank—who are, after all, bankers— 
are probably in league with the commercial banks, the 
insurance companies and the stockbrokers of Montreal 
and Toronto. Whenever the need arises, the Bank will 
control the credit situation in Canada in such a way as 
to benefit these people and to the detriment of all other 
classes in the community. Therefore, it is concluded, 
the Bank should be placed under much closer Govern- 
ment supervision and control. It is a national institution, 
it should be “ nationalised.”’ 

Reference to the Bank of England’s position as a 
private institution will not daunt those who hold these 
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views. They will reply by quoting the following remarks 
reputed to have been made by Mr. Gladstone :— 


“From the time I took office as Chancellor of 
the Exchequer, I began to learn that the State 
held, in the face of the Bank and the City, an 
essentially false position as to finance. The hinge 
of the whole situation was this: The Government 
itself was not to be a substantive power in 
matters of finance, but was to leave the money 
power supreme and unquestioned. In the con- 
ditions of that situation I was reluctant to 
acquiesce, and I began to fight against it by 
financial self-assertion from the first. . . I was 
tenaciously opposed by the Governor and the 
Deputy-Governor of the Bank, who had seats in 
Parliament, and I had the City for an antagonist 
on almost every occasion.” 


Although, it is argued, this is far from being a picture of 
present-day conditions, there have been occasions in the 
post-war period when it appeared to many observers 
that the last word on important financial questions was 
uttered in Threadneedle Street rather than in Whitehall. 
If such a situation can arise in London, how can we 
expect the Canadian position to be very different, 
especially when the ties—informal though they are— 
between the Bank of England and the Bank of Canada 
are, perhaps, even stronger than those between the 
Bank of Canada and the Government at Ottawa ? 

But is it fear of the establishment of a “ banking 
trust’ which has made the nationalisation of the Bank 
of Canada a primary consideration in the programme of 
the present Canadian Government? The answer is an 
unconditional negative. The present Prime Minister of 
Canada is reported to have said recently at Saskatoon: 
“Once a nation parts with the control of its currency 
and credit, it makes no difference who makes the laws— 
all talk of the sovereignty of Parliament is idle and 
futile.” But “ all talk of the sovereignty of Parliament” 
in Canada has been “ idle and futile”’ for many years. 
This is no new thing. Through the medium of ‘‘ Governor- 
General’s Warrants ”’ the Canadian Government has been 
able to borrow and to spend money without the previous 
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consent of Parliament, and through the Finance Act it 
has been able to create cash without the previous consent 
of Parliament, while the Canadian House of Commons— 
like many other similar institutions—can usually do little 
but acquiesce when confronted with a fait accompli. 
What Mr. Mackenzie King wanted his hearers in Saska- 
toon to infer was: ‘“‘ It would be better if your parlia- 
mentary representative had some control over currency 
and credit.’’ What he really meant was: “ It will be far 
easier for me to retain your favour if my Government 
has the control of currency and credit restored to it.”’ 
The powers possessed by the Government under the 
Finance Act were too valuable, “‘ nationalisation ’’ is an 
attempt to regain them. The control of currency and 
credit was vested in the Canadian Government for 
twenty years from 1914 to 1934, the history of those 
years constitutes a permanent record of the dangers of 
government interference in banking. The banking trust 
—if it exists—can surely do no worse than this! 

Even the power which the Government now possesses 
to put pressure on the Bank is far too great. Those 
clauses which connect the Government with the working 
of the Bank, either through its servant, the Deputy 
Minister of Finance, or through its voice in the appoint- 
ment of the higher officials of the Bank, should be 
removed from the Act. This applies also to that peculiar 
section which provides that the head office of the Bank 
should be at Ottawa, nearly two hundred miles from the 
financial centre of Canada. Unless these sections are 
cut out, it will not be possible to remove the danger of 
political interference in the affairs of the Bank. 

Those unbending Scotsmen who have had a monopoly 
of the executive positions in Canadian Banks for over a 
century, managed to prevent any serious financial crisis 
between 1817 and 1914; they were even able to clean 
up the wreckage caused by Government interference in 
the post-war years without a single important failure, 
except of certain brokers who had all their assets in 
New York and all their liabilities in Canada. If one 
compares their record with that of the Ministry of 
Finance, one comes to the inevitable conclusion that 
mismanagement by “ the banking trust ’”’ is much less 
likely than mismanagement by the Canadian Government. 
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Decline in Foreign Exchange 
Business 
By Paul Einzig 


F there is one section of the financial community 

which remained gloomy and profoundly pessimistic 

during the all-round revival of optimism experienced 
in recent months it was the section concerned with the 
foreign exchange market. While those depending for 
their existence and prosperity upon the Stock Exchange 
or the Produce Markets have almost forgotten that there 
was ever such a thing as a crisis and a prolonged depres- 
sion, there has been nothing in recent developments to 
justify such a cheerful spirit as far as foreign bankers, 
foreign exchange dealers, and foreign exchange brokers 
are concerned. For them the curve of the depression 
continues to go downward. Generally speaking, the 
volume of their activities is still on the decline. Indeed, 
while until a year or so ago the foreign exchange depart- 
ments were regarded as practically the only profit- 
earning departments of banks, to-day they can barely 
pay their way. While from time to time a flight from the 
franc or a dollar scare provides them with sporadic 
revival of activity, between the brief spasms of feverish 
dealing the solving of cross-word puzzles is the chief 
pastime of the staff of foreign exchange departments 
and foreign exchange brokers. Generally speaking, there 
is barely enough business to go round. 

This slackness of foreign exchange activity is due to 
various causes. Its immediate cause is the relative 
stability of sterling, as a result of the tightening of its 
range of fluctuations by official intervention on the part 
of the Exchange Equalisation Account. Until about the 
end of 1934 the seasonal and other movements of sterling 
were very wide, and were accompanied by wholesale 
flights to and from the pound, extending over several 
months every year. This in itself kept the dealers busy. 
Since the relatively moderate fall in the pound in March, 
1935, however, the “control” has tightened its grip 
over the market, and nowadays the range of the fluctua- 
tions of sterling barely exceeds that of the normal gold 
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points. Such movements as are allowed to take place are 
not accompanied by any too sweeping influx or efflux of 
foreign funds. 

The presence of a very efficient Exchange Equalisation 
Account is in itself a powerful deterrent for speculation 
in exchanges. With the British, French and American 
authorities in the market, the dice are loaded distinctly 
against the individual operator, whose resources bear no 
comparison with those of the world’s three richest 
Treasuries. In any case, speculation is being semi- 
officially discouraged. Although nobody knows exactly 
what is the exact meaning of the embargo on speculative 
forward transactions, and interpretations in practice vary 
widely from bank to bank, the existence of such an 
embargo tends to reduce speculative activity. Ad- 
mittedly, there are innumerable ways of circumventing 
the embargo. While it is impossible nowadays for a 
stranger to walk into a more or less respectable bank 
and give an order for the forward sale of £10,000 of francs 
against the deposit of £1,000, those who have banking 
accounts—and who hasn’t these days?—usually can 
find an acceptable excuse if they want to operate in 
forward exchanges. While banks usually ask their 
clients to state the object of the proposed transactions, 
it would be contrary to the traditional spirit in which 
the City is run to demand documentary proofs in support 
of the explanation given. In the majority of cases, this 
confidence is fully justified ; those who abuse it constitute 
a small minority. Nevertheless, it is hardly possible to 
claim that the unofficial embargo on speculation is 
watertight. Unofficial embargoes never are; they con- 
stitute a tax on loyalty and a premium on disloyalty. 

Although the embargo on speculation may be leaking 
like a sieve, the total volume of the leakage is not sub- 
stantial. All dealers agree that the amount of specula- 
tive operations is very small these days. But this is not 
so much a tribute to the efficiency with which the em- 
bargo is applied as an indication of the relatively small 
degree of temptation. Even though the currencies of the 
Gold Bloc may appear to be on the verge of collapse, 
international speculators appear to take remarkably 
little interest in their fate. A year ago the foreign 
exchange market was simply seething with excitement 

E 
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over the prospects of a devaluation of the belga. To-day, 
the prospects of a devaluation of the much more im- 
portant franc are considered in the market to be exactly 
as certain as the doom of the belga was thought to be 
in March, 1935. And yet there is very little bear specula- 
tion noticeable. Speculators refuse to be tempted into 
taking a hand. 

The reason for their reluctance, apart from the in- 
creased efficiency of the “control’’ and the unofficial 
discouragement of speculation, is that they took a hand 
too early, and had to pay the price for it in the form of a 
heavy discount on the forward franc. Those who re- 
newed their short position three or four times have lost 
nearly as much as they are likely to gain if the franc 
should be devalued to a moderate extent. Many of the 
bears got tired of waiting and cut their losses. It is true 
that the collapse appears imminent. But, then, it ap- 
peared imminent in May, 1935, and it is conceivable that 
the French Government may continue to resist for 
another twelve months. Meanwhile speculators would 
miss opportunities in Wall Street and elsewhere. It is 
no wonder that most of them have deserted the foreign 
exchange market and transferred their activities to other 
fields. They hope to switch back when the imminence 
of the devaluation of the franc becomes evident. While 
they keep an eye on the exchanges, their heart is in 
Wall Street, their heart is not here. 

It may well be that, after all, speculative operations and 
the shifting of refugee funds are not the bread-and-butter 
of the foreign exchange market; and that, before 1931, 
dealers were relatively happy in spite of the absence of 
fluctuations and other temptations to bears and bulls. 
But in the meanwhile the volume of foreign exchange 
business originating from legitimate foreign trade has 
declined to a fraction of the figure of 1931. The decline 
in the value of foreign trade itself, considerable as it is, 
does not nearly indicate the extent of the decline of 
foreign exchange business on commercial account. For 
to-day a large portion of foreign trade is not paid for 
through the intermediary of the foreign exchange 
market, but by means of various payment agreements. 
Nor is the decline of commercial business the only loss 
to the market as far as genuine business is concerned. 
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In 1931 the numerous international loan and credit 
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~~ Appointments and Retirements 
chive | Midland Bank 
io af _Mr. J. G. Buchanan, Joint General Manager of the 
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1 for of highly valued service. Mr. C. T. A. Sadd, formerly 
ange an Assistant General Manager, has been appointed a 
ents. Joint General Manager, and Mr. G. A. Castle, formerly 
- Joss a General Managers’ Assistant, has been made an 
ned. Assistant General Manager. 
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Mr. Buchanan gained his first banking experience in 
Scotland. At the age of about twenty, he went out to 
India, and was there at the time that the mints were 
closed to silver. After ten years he left India, and 
joined the Paris staff of the Crédit Lyonnais. In 1go2 
he was sent to the United States as New York repre- 
sentative for the Crédit Lyonnais, and remained there 
during the 1907 crisis. He was recalled in Ig1I, and 
appointed Assistant General Manager of the London 
office. Three years later he was sent on an important 
mission to the bank’s Buenos Aires branch, and con- 
ducted this business with conspicuous success. Shortly 
after his return he became Assistant General Manager 
of the London Joint Stock Bank, which merged with 
the Midland Bank in 1918. He was appointed a Joint 
General Manager of the Midland Bank in 1920. 

Mr. Sadd has for some years past been considered one 
of the most promising of the younger generation of 
bankers. He was born in 1883, and educated at Fallow- 
field and Manchester University. His banking career, 
which he started at Manchester, was interrupted by the 
War. He served in the Great War and is still a major on 
the Territorial Army Reserve. After the War he resumed 
work with the Midland Bank at Brighton. In 1922 he 
was transferred to the Midland Bank, Granby Street, 
Leicester, and was at one time Joint Manager with 
the late Mr. J. W. Stelfox, before assuming sole 
control. His diverse and untiringactivity made himan out- 
standing figure in cityand country. The District Nursing 
Association, the League of Nations Union, the Associa- 
tion of British Chambers of Commerce and the Interna- 
tional Chamber of Commerce, agriculture and also tennis 
and chess circles knew him particularly well. He came to 
London as an Assistant General Manager two or three years 
ago. Mr. Sadd is a Fellow of the Institute of Bankers, and 
has lectured extensively on banking, finance and economics. 
He is a Justice of the Peace for Leicester and the County of 
London,and Hon. Treasurer ofthe Lawn Tennis Association. 

Mr. G. A. Castle entered the service of the Midland 
Bank in 1900. In 1915, he was appointed Manager of a 
London Branch and became a Branch Superintendent at 
the Head Office in 1926. He was appointed a General 
Managers’ Assistant in 1928. 
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Barclays Bank 


Mr. Peter Moncrieff Forrester, at present Managing 
Director’s Assistant in the Union Bank of Manchester, 
has been appointed a Local Director of Barclays Bank at 
Liverpool. 

Mr. P. M. Forrester was educated at Eton College 
and King’s College, Cambridge. After leaving Cambridge 
he worked for several years in Barclays Bank at London, 
and subsequently joined the Union Bank of Manchester, 
which is controlled by Barclays Bank. He was appointed 
to a seat on the Yorkshire Local Board of the Union 
Bank of Manchester last January. His father, Mr. Peter 
Forrester, is a Director of Barclays Bank and Managing 
Director of the Union Bank of Manchester. 


Martins Bank 


The Directors of Martins Bank, Limited, regret to 
announce that, in pursuance of a wish to be relieved of 
some of his business engagements, Mr. Oswald Dobell 
has resigned from the Board of the Bank. He has been 
a Member of the Board for the past twenty-eight years. 


Mercantile Bank of India 


Mr. C. J. Hambro has resigned from the Board of the 
Mercantile Bank of India, owing to pressure of his many 
other engagements. Mr. James Steuart, late Chief 
Manager of the Bank, has been appointed a Director. 


Midland Bank Executor and Trustee Co. 


The Directors of the Midland Bank Executor and 
Trustee Co., Ltd., have the pleasure to announce that 
they have elected Mr. J. G. Buchanan to a seat on their 
Board. 


Union Bank of Manchester 


Mr. John Henry Hill, of Halifax, has been appointed 
a member of the Yorkshire Local Board of the Union 
Bank of Manchester. 
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Obituary 
Colonel H. G. Barclay, M.V.O. 


IT is with great regret that we record the death of 
Colonel Hugh Gurney Barclay on March 9g at the age of 
84. Colonel Barclay began his long banking career in 
the Norwich Bank of Gurney and Co., which he joined in 
1875. On the death of his father in 1891 he became a 
partner in the Bank, and when, in 1896, the bank merged 
with Barclay and Company, Limited, he became a member 
of the first Board of Directors, of which in latter years 
he was the sole surviving representative. He served also 
as a Local Director at Norwich, and the experience he 
thus gained in both local and general banking conditions 
earned him his election to the high office of Vice-Chairman 
of the Bank in 1909. This position he held until 1916, 
when he was appointed Deputy Vice-Chairman, remain- 
ing in that office until 1918. He played a very active 
part in the public affairs of Norwich and of the county. 
At one time or another he had held almost every civic 
post open to him, and was High Sheriff of Norfolk in 
1905. To all these numerous and varied activities he 
brought a charm of manner and breadth of humanity 
that won him innumerable friends. All who knew him 
deeply regret the passing of a familiar and well-loved 
figure. 


The Crown Life Insurance 
Company 


INCE the article on “ Life Assurance in 1935” 
S appeared in the March issue of THE BANKER, the 
report of the Crown Life Insurance Company has 
become available, and from this it appears that very 
substantial progress was made last year in all branches of 
the business. New assurances effected in 1935 amounted 
to £6,080,317, an increase on the year of £58,554. 
This Canadian Company, which was founded in 
Toronto in 1900, transacts all forms of life assurance, and 
it is an all-British institution, with offices and agencies 
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in the various confines of the British Empire. In the 
summer of 1934 it joined the ranks of Canadian life 
offices operating in this country, headquarters in London 
being established in Cockspur Street, S.W., and coming 
to this country with an excellent history and a reputation 
second to none it has already made considerable headway 
in securing its fair share of the support of the English 
assuring public. 

The Crown Life funds are invested in strict con- 
formity with the requirements of the Dominion Govern- 
ment. Of an assets total of £4,863,518, Government and 
municipal bonds form 31 per cent. of the whole, and 
policy holders are secured by reserves aggregating 
£4,285,553. The total cash income last year amounted 
to £1,356,407, an increase of 11 per cent., and the total 
payments to policy holders and beneficiaries were 
£485,854. — 

Under the company’s charter it is provided that at 
least go per cent. of all profits earned under with-profit 
policies are payable as bonuses to participating policy 
holders. The president of the company is the Rt. Hon. 
Sir Robert L. Borden, an erstwhile Prime Minister of 
Canada, and well known in diplomatic circles in this 
country. 


American Banking 


By a Correspondent 


HE New York money market has continued to 

reflect the pressure of surplus funds, and earnings 

for most banks in the first quarter of this year 

will be lower than in the corresponding quarter of last 

year. There has been a further piling up of deposits 

and a further decline in loans, and the yields on high-grade 
investments have continued to fall. 

At the leading banks the average rate charged to 
customers on commercial loans was 1-67 per cent. in 
January and February, compared with an average of 1-87 
per cent. in February, 1935. The yield on Government 
bonds is about 2-70 per cent., against 3 per cent. at the 
end of 1934 and 3-31 per cent. throughout 1933. High- 
grade municipal securities yield about 3 per cent., 
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against 3-52 per cent. a year ago and 3-95 per cent. 
throughout 1934. The highest-rated corporate bonds 
return about 3-70 per cent., compared with 4 per cent. 
for all of 1934 and 4-50 per cent. for 1933. 

The following table shows the position of reporting 
member banks of the Federal Reserve in ror leading 
cities of the country : 

(In millions of dollars) 
(Increase 
or Decrease since) 
Feb. 26, Jan. 29, Feb. 27, 
ea 1936 = 1936-1935 

Demand deposits adjusted es - 14,090 +73 + 2,297 
Deposits of foreign banks és én 395 —32 + 223 
Total loans and investments - e 21,006 +II + 1,425 
Loans on securities a e Pe 3,117 —II 12 
Other loans nF in ine - 4,842 —29 — I14 
U S. gov’ts. direct and indirect .. an 9,891 +64 + 1,369 
Other securities .. re € ~ 3,156 —13 + 158 
Reserves with Fed. Res. Banks .. oa 4,788 —55 + 1,145 
The impression is gaining ground among bankers 
that the new Board of Governors of the Federal Reserve 
System which took office on February I, may soon take 
steps to reduce the volume of excess reserves. The 
excess has been maintained for the past two months at 
around $3,000 millions, although it would be higher 
than this had it not been for the circumstance that the 
Treasury is keeping an unusually large balance with the 
Federal Reserve Banks as a deliberate move to keep the 
excess reserves from advancing to record heights. If 
action is taken it will almost certainly be in the shape of 
an increase of legal reserve requirements, rather than 
open market sales of Government securities by the Reserve 
Banks. Early in March the Federal Advisory Council, 
consisting of one banker from each of the twelve Federal 
Reserve districts, issued a new and strong recommenda- 
tion that reserves should be reduced, and it has been 
reported that the new Board is more disposed to follow 
this advice than was its predecessor. Once the large 
Treasury financing of March 16 is out of the way there 

will be little reason for delaying action. 

The belief that the Federal Reserve governors may step 
in to cut down excess reserves is based in part upon 
evidences of growing concern in official quarters over the 
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rise in stock market speculation, combined with the 
evident desire of the Administration to follow a con- 
servative ‘‘ sound money ”’ course between now and the 
election. 

The talk of inflation which cropped up so strongly 
early in February and led to gold exports has been 
squelched. The Administration has been making ges- 
tures of economy and is insisting upon the enactment 
of taxes to cover the loss of revenue resulting from the 
Supreme Court’s invalidation of the A.A.A. and to meet 
the cost of the soldiers’ bonus. On top of that it has 
renewed its declarations of desire for international 
currency stabilisation. These actions have lifted the 
dollar above its gold export point and have helped the 
market for Government securities. The Treasury’s March 
offering, involving more than $1,200 millions of cash 
offerings and some $550 millions of refunding, was over- 
whelmingly successful. 

There was a general moderate recession of business 
activity during February, but it has occasioned almost 
no reduction of optimism and has not prevented an 
improvement in the heavy industries which is precisely 
where expansion is needed. Almost without exception 
banks and business organisations predict a good year 
which will show gains over 1935. These predictions 
seem to be in no way affected by the circumstance that 
this is a year of presidential election, and that the forth- 
coming elections promise to be more bitterly contested 
than any that have been seen for two generations. 

The new Federal Reserve Board has effected a 
“shake-up’”’ in the Federal Reserve Bank personnel 
that has been mildly disturbing to bankers, inasmuch as 
it seemed to be aimed at ridding the system of most of its 
“elder statesmen,’ particularly those who had been 
unsympathetic to the recent revision of the Federal 
Reserve Act. Under the Banking Act of 1935 the chief 
executives of the Reserve Banks were to be called Presi- 
dents instead of Governors as from March 1, and were 
to be elected by their respective Boards of Directors 
for terms of five years, subject to the approval of the 
Board of Governors of the Federal Reserve System. It 
had been taken for granted that all the former Governors 
would be re-elected as Presidents, but those of the 
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Reserve Banks of Philadelphia, Richmond and San 
Francisco have been refused approval by the Board 
ostensibly on the ground that they were too old to serve 
another five-year term. At least one of these individuals 
was an outspoken critic of the New Deal, and it has 
been hard to avoid the suspicion that this circumstance 
was a factor in the decision. 

On top of this the Board early in March announced 
that it was relegating the hitherto important position of 
Federal Reserve Agent in each of the Reserve Banks to 
a “largely honorary’ status and in this connection it 
terminated the services of six Federal Reserve Agents 
including Mr. J. H. Case, Chairman of the Federal Reserve 
Bank of New York. A significant aspect of this move was 
that Mr. Marriner S. Eccles, Chairman of the Board of 
Governors, had proposed in his original draft of the 
Banking Act of 1935 that the office of Federal Reserve 
Agent be abolished, and Congress under the leadership 
of Carter Glass had declined to accept this proposal. 
The new Board, it is thus apparent, has undertaken to do 
indirectly that which its Chairman failed to succeed in 
having done by legislation. These incidents have been 
taken to confirm the general opinion that the new Board, 
whatever the abilities of its individual members, is 
dominated by Mr. Eccles and that his policies will meet 
with little opposition. 


French Banking 


By M. Mitzakis 


HE French Money Market was not very interesting 
during February. The Bank of France reduced its 
rediscount rate on February 6 from 4 to 33 per cent. 

This measure was not due to any repatriation of capital, 
but was taken with the object ot assisting trade. In 
deciding to lower its rate the Bank of France departed from 
the rule which lays down that a central bank should 
follow the market rate of discount in adjusting its bank 
rate. It is true that the reduction of the bank rate has 
resulted in easier money conditions, but the market rate 
of discount has remained steady at 3% per cent., that is 
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slightly above the bank rate, although normally it 
should decline to a lower level. The relative firmness of 
the market rate of discount is an indication that the 
monetary tension continues, in spite of the cheap money 
policy pursued by the Bank of France. 
The following figures show the changes in short-term 
interest rates during the period under review :— 
End of End of End of 
Dec., Jan.  Feb., 
1935 1936 1936 
Banque de France, rediscount rate ‘is 6 4 34 
Market rate of discount .. ‘a Ka 54 4 38 


Day-to-day money 54 38 34 
Loans on Bons de la Défense Nationale :- — 


Market rate for 1 month ns eo 6 4 32 

Market rate for 3 months - mi 6 4 32 
Rates of loans on securities :— 

On the Parquet .. é v - 4% 43 38 

On the Coulisse. . v4 ws oe 7% 7% 7% 


The day-to-day loan rate registered only a moderate 
decline from 3 to 34 per cent. Similarly, the rate of 
interest on advances on Bons de la Défense Nationale 
fell only from 4 to 3? per cent. during February. The 
decline in rates charged for Bourse loans was more 
marked, but only on the Parquet, where the rate declined 
from 4% to 38 per cent. Since, however, this rate depends 
mainly on the size of speculative positions, and since 
speculative activity declined during February, the fall 
has no great significance. On the Coulisse, the rate 
declined only from 7% to 7% per cent. The truth is that 
the French money market is suffering from lack of 
confidence. There are ample funds, but they are not 
being employed. At present there is an additional 
reason for the reserved attitude of the owners of funds— 
the approaching general election, which might result in a 
fundamental change in the financial policy of France. 

This state of affairs is not favourable for the French 
Treasury which, in order to meet its liabilities, has to 
borrow Frs. 17 milliards in 1936. Frs. 10 milliards 
of this have to be borrowed during the first six months of 
the year. The Treasury succeeded in placing a loan for 
the Post Office, which had a good response. It is now 
issuing railway debentures, the proceeds of which would 
also increase the Treasury’s resources. But these loans 
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are not sufficient to enable the Treasury to carry on until 
June, when the new Parliament begins to function. In 
order to avoid having to appeal to the public for loans 
during the electoral campaign, it was necessary to con- 
clude a credit of £40 millions or Frs. 3 milliards with a 
British banking group. This operation was not very 
well received in France. In fact, there was no lack of 
capital to compel the Treasury to raise funds in London. 
But there was no confidence on the part of the French 
capitalists. The Government, instead of adopting the 
easy solution of borrowing abroad, ought to have reme- 
died this state of affairs. Admittedly on the eve of the 
election its position was not easy. Nevertheless, it ought 
to have made an effort. 

The conclusion of the credit resulted in support for the 
franc, for the sterling proceeds of the credit were sold at 
least in part on the market. On the day following the 
conclusion of the credit the franc became slightly firmer, 
but the movement was very moderate. The Bank of 
England and the Bank of France took steps to prevent the 
conversion of sterling into francs from disturbing the 
foreign exchange market too much. It seems that part 
of the credit was converted into gold, for the Bank of 
France returns of February 14, 21 and 28 show an increase 
of the gold reserve. The first increase, and perhaps the 
second also, was due to the shipment of gold from New 
York to Paris, the dollar having touched gold import 
point. The third increase is, however, certainly the 
consequence of the foreign credit. Between February 21 
and 28 there was no gold arbitrage, and the increase must 
have been due to transactions with the Bank of England. 

As the table on the following page shows, the Bank of 
France’s gold reserve increased from Frs. 65,223 millions 
to Frs. 65,789 millions during February, an increase of 
Frs. 566 millions. On the other hand, the foreign 
exchange reserve declined slightly from Frs. 1,120 millions 
to Frs.1,117 millions. The bill portfolio showed a 
marked increase from Frs. 9,414 millions to Frs. 9,951 
millions, that is, back to its end-of-December figure. This 
increase in discounts is not surprising. It is explained 
by the stringent conditions in the money market which 
forced the banks to avail themselves of the facilities of 


the central bank. 
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Advances on bullion increased from Frs. 1,203 
millions to Frs. 1,222 millions. On the other hand, 
advances on securities declined from Frs. 3,350 millions 
to Frs. 3,250 millions. Thirty-day advances declined 
from Frs. 970 to Frs. 932 millions. On the whole the 
returns did not show any material change. On the 
liabilities side, the volume of the note issue declined 
from Frs. 81,503 to Frs. 81,239 millions, but current 
accounts and deposits increased from Frs. 10,886 to 
Frs. 11,559 millions. Thus the total of sight liabilities 
increased from Frs. 92,389 millions to Frs. 92,798 millions. 
Since the increase in the gold reserve was relatively 
larger, the reserve ratio advanced from 70-60 to 70-89 
per cent. 

End of End of End of 
Dec., Jan., Feb., 
1935 1936 1936 
(Millions of francs) 
ASSETS. 


Gold Reserve i - 66,296 65,223 65,789 
Foreign Exchange reserve : (total) a I,12I 1,120 1,337 
Sight .. és ws ‘3 “a 10 9 6 
Time te at — aw on I, III E, 125 I,III 
Discounts (total) .. a4 es ns 9,918 9,414 9,951 
Bills of France .. ‘ ee 7 9,711 9,226 9,860 
Bills on Foreign countries. - 207 188 gI 
Advances on bullion as a are 1,204 1,203 1,222 
Advances on securities .. ie - 3,253 3,350 3,250 
Advances up to 30 days .. ae sit 573 970 932 
Bonds of the Caisse Autonome .. os 5,800 5,708 5,708 
LIABILITIES. 
Note circulation .. as 81,150 81,503 81,239 
Current and deposit accounts (total) - 11,578 10,886 11,559 
Of which— 
Treasury. . ‘ - = 65 72 100 
Caisse Autonome is a i 2,797. 2,726 2,754 
Private accounts is be - 8,497 7,907 8,542 
Sundry . és re ‘eu 219 181 164 
Total of sight liabilities . . ki st 92,728 92,389 92,798 
Percentage of gold cover. . - ..  71°50% 70°60% 70°89% 


The question of a devaluation of the franc has given 
rise to much discussion. It must be admitted that, 
apart from the political factor of the approaching general 
election, the fear of a change in the value of the franc 
continues to affect the money market. In France the 
campaign in favour of devaluation has been suspended. 
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Abroad, however, especially in England, the newspapers 
maintain that sooner or later the franc will have to be 
devalued, and these categoric statements create a certain 
uneasiness. At present, they have no foundation what- 
ever. Between now and the election—everybody is in 
agreement on this point—the status of the franc will not 
be changed. The present Government is definitely 
opposed to it. In any case, any modification of the 
value of the franc would have to be passed by Parliament, 
which would certainly refuse to agree to it. 

After the election the situation may change. In some 
quarters, hopes or fears of devaluation are frequently 
voiced. It is evidently impossible to foresee what will 
happen in France, considering that the trend of events 
will be influenced by the nature of the Parliamentary 
majority which will arise from the election. It seems, 
however, very unlikely that the status of the franc will be 
changed. The great majority of the candidates, 
if not all of them, will declare themselves in favour of 
maintaining the value of the franc. Opinion in France 
is so strongly against monetary manipulations that, 
with the exception of some strong personalities such as 
M. Paul Reynaud, few candidates would dare to pronounce 
themselves openly in favour of devaluation. 

After the election, the Deputies will be more or less 
bound by their promises made to the electorate. It will 
be difficult, if not impossible, for them to depreciate the 
franc after having declared themselves determined to 
defend it. Thus, the fears of an early devaluation are 
perhaps unfounded. Many obstacles would have yet to 
be overcome before the franc could be considered to be 
really in danger. 


German Banking 
By A Correspondent 


HE German money market remained, in accord- 
ance with seasonal tendencies, very liquid during 
the second half of February and the first half of 
March. The decline in the loans of the Reichsbank during 
the first three weeks of January was far in excess of the 
increase at the end of the month. Although the pressure 
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on the resources of the Reichsbank was stronger at the 
end of February than in January, it was about equal to 
that of February, 1935. The increase in loans was an 
indication of the resumption of outdoor work and the 
number of unemployed declined slightly during February. 
The easy money conditions were expressed in the first 
bank return for March, as is shown by the following 
figures :— 
ToTaL Loans. 
(In Millions of Reichsmarks) 
1935 1936 
End of 1935 bi a a on 4,211 4,636 
23 January iw ws ‘ss - 3,402 3,676 
End of January .. “is = we 3,702 4,035 
23February.. a - “a 3,305 3,508 
End of February an “a a 3,865 4,141 


7 March i a ea e 3,593 3,891 


The decline in loans compared with the end of 
December was much more pronounced this year than 
in 1935. On March 7, the loans were Rm. 298 millions 
above the corresponding figure for last year, while at the 
end of December the difference was Rm. 425 millions. 
This was due partly to the issue of Rm. 500 millions of 
4} per cent. Treasury bonds of the State Railway Com- 
pany. Only part of the proceeds of that issue was used 
for the redemption of “‘ employment creating bills ”’ held 
by the Reichsbank. As the January return of the 
German banks shows, a further part of the proceeds of 
the loan served for the redemption of such bills held by 
the Deutsche Verkehrs-Kreditbank, the bank of the 
State Railway Company. 

The financing of unemployment relief works has 
undergone some change. Part of the bills do not come 
straight to the Reichsbank, but the industrial under- 
takings keep them for a while in their own portfolio, and 
only part of the bills come through the banks to the 
Reichsbank. This practice does not lay an unduly heavy 
burden on the industrial firms. Their profits have 
increased through the revival of activity, without a 
corresponding increase of dividends, and the funds are 
invested only in small part. Besides, the liquidation 
of stocks continues. 

On the money market liquid conditions continued 
to prevail. Money rates declined to a level that is 
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unusually low for Germany, and call money is some- 
times unplaceable. This liquidity has made it possible 
to increase the issue of Treasury Bills, and the promissory 
notes issued by the Gold Discount Bank. The latter, 
after a passing decline in December and January, have 
now risen well above their high record of Rm. 700 millions 
touched in November last. The issue of such bills is also 
a relief to the Reichsbank. The Gold Discount Bank 
has not yet published its balance sheet or its returns for 
January and February. 

The monthly returns of the German banks, which 
are usually published in February, were published this 
year in January, owing to the progress in the consolida- 
tion of the German banks. Although deposits were 
withdrawn in connection with the issue of State Railway 
Bonds, the five big Berlin banks showed nevertheless an 
increase of Rm. 36 millions in their outside resources. 
Acceptance credits also increased slightly owing to the 
use of unavailments under the Standstill Agreement. 
Deposits of other German banks, current account balances 
and savings deposits showed increases. On the other 
hand, advances and guarantees declined as a result of 
higher liquidity. Admittedly the decline was partly 
due to the writing-off of bad debts at the end of the year, 
but the demand for new credit accommodation was also 
smaller. The holding of Treasury bills and other bills 
showed an increase. Security holdings increased only 
slightly, in spite of the subscription to State Railway 
Bonds. The annual accounts of the three Berlin branch 
banks will be published shortly. It is hoped that after an 
interval of three years they will resume dividend around 
the figure of 4 per cent. 


International Banking Keview 


ITALY. 

HE reorganisation of the banking system in 
accordance with the general scheme of the 
Corporate State made considerable progress with 

the decisions reached by the Italian Government on 
March 3. The Bank of Italy will henceforth confine its 
activity to pure central banking ; it will become a bankers’ 
bank and will discontinue its direct relation with the 
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public. Hitherto the Bank of Italy had a considerable 
commercial banking business, similar to that of the 
Bank of France. In future it will only deal with banks. 
Another change in its status is that its shares will be held 
only by savings banks and other approved financial 
corporations. Private shareholders are to be bought out 
at 1,300 lire per share of 1,000 lire. The share capital 
is fixed at 300,000,000 lire, to be subscribed by April 15 
by a consortium of its ancillary companies. 

The division of labour and the elimination of over- 
lapping functions in the Italian banking system is also 
pursued by the arrangement whereby in future the 
three leading commercial banks, the Banca Commerciale 
Italiana, Credito Italiano, and Banco di Roma, will 
confine themselves to commercial banking, and will 
discontinue issuing business. The provision of medium- 
and long-term credits to industries will be the task of the 
Istituto Mobiliare Italiana, while the Istituto Ricos- 
truzione Industriale will continue to act as a holding 
company for banking and industrial shares. The three 
leading commercial banks will become public utility 
institutions. They will not be amalgamated or nationa- 
lised, but will retain their individuality. 

A new organisation called the ‘ inspectorate for the 
defence of savings and the organisation of credit ’’ is to be 
formed under the supervision of a committee of Ministers, 
consisting of Signor Mussolini as chairman, and the 
Ministers of Finance, Corporations and Agriculture, and 
the Governor of the Bank of Italy. This new inspectorate 
will also supervise Italian branches of foreign banks. 


SWITZERLAND. 


Banking conditions in Switzerland remain decidedly 
unsatisfactory. Although the flight of capital and the 
withdrawal of deposits that accompanied it has come to 
a standstill, the adverse economic situation is causing 
an increase of bad debts. The Swiss banks have been 
making efforts to liquidate their frozen German credits, 
but progress in this direction is inadequate. The latest 
bank which had to apply for a moratorium was the 
Schweizerische Genossenschafts-Bank, a well-known in- 
stitution with branches all over the country. It has been 
granted a six months’ moratorium. Its difficulties are 


F 
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attributed to its standstill commitments and to the 
depression in general. The hope is expressed that after 
six months the bank might be able to resume normal 
payment, but in the past such optimistic anticipations 
have not always materialised. The Volksbank of Hoch- 
dorf, a well-known local bank in the Canton of Lucerne, 
was granted a six months’ moratorium in September last. 
Its moratorium has now been extended for another six 
months. 

During the past year the German standstill commit- 
ments of Swiss banks declined from Sw. Frs. 586,250,000 
to Sw. Frs. 390,000,000. The Banque Commerciale de 
Bale reports a reduction of its standstill commitments 
by Sw. Frs. 33,500,000. Although the report does not 
mention the outstanding total, a comparison with 
previous figures suggests that it must be about Sw. Frs. 
120 millions. The Crédit Suisse is considerably less 
informative, and merely states in its report “a further 
reduction at a considerable loss.” Judging, however, by 
the amount written off on debtors, it appears that the 
liquidation cannot much exceed Sw. Frs. 25 millions, 
so that the outstanding amount must be in the neigh- 
bourhood of Sw. Frs. 175 millions. The Swiss Bank 
Corporation’s credits under restrictions amounted to 
Sw. Frs. 150 millions at the end of 1934; it is not known 
to what extent this amount was reduced in 1935. The 
Union de Banques Suisses states that its total standstill 
commitments have been reduced from Sw. Frs. 114°5 
millions to Sw. Frs. 66-9 millions, while German com- 
mitments alone have been reduced from Sw. Frs. 88:5 
millions to Sw. Frs. 44-0 millions. As a result it in- 
curred losses of Sw. Frs. 23,193,000. The Banque 
Fédérale has reduced its standstill commitments by 
Sw. Frs. 64 millions. The remainder now constitutes 
35 per cent. of its balance sheet total against 40 per cent. 
last year. The smallest liquidation of restricted credits 
was that of Leu & Co., owing to the fact that it has most 
of its German credits in the form of mortgage loans which 
are not subject to the standstill agreement. 


HOLLAND 


The improving tendency in Dutch banking is in- 
dicated by the fact that the Nederlandsch-Indische 
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Escompto-Maatschappij is to resume dividends with the 
payment of 3 per cent. While the colonial banks benefited 
to the largest extent by the recovery of the price of 
colonial products, the improvement has spread over 
Dutch trade and Dutch banks in general. As a result of 
the revival of trade, it has become necessary for those 
who transferred their capital abroad last year in anticipa- 
tion of a devaluation of the guilder, to repatriate some 
of their funds to finance expanding activity. In con- 
sequence of these repatriations, the gold reserve of the 
Netherlands Bank has undergone a steady increase in 
spite of the reduction of the Bank rate. 

The unofficial embargo on speculative exchange 
operations remains in force in spite of the improvement 
of the situation. Dutch banks continue to refuse to 
buy or sell forward guilders if the counterpart is not a 
genuine commercial seller or buyer. They also refuse 
to grant overdrafts or acceptance credits to foreign 
firms unless they are required for the financing of Dutch 
trade. d 

SWEDEN 

Of the “ big four’’ Swedish joint stock banks, the 
Skandinaviska Kreditaktiebolaget and the Stockholms 
Enskilda Bank Aktiebolag published their reports for the 
year 1935 in February. 

The report of the Skandinaviska Kredit gives the 
impression of rather satisfactory results, and at the same 
time of an extremely cautious policy as regards writing- 
offs and inner reserves. Reported income from interest 
and dividends from investments amounted to Kr. 17-8 
millions compared with Kr. 21-1 millions for 1934. 
In fact, however, real income under this heading must 
have considerably exceeded this figure, since, according 
to the Directors’ report, returns from assets taken over 
in connection with the Kreuger failure in 1932 have to 
a large extent been used for increasing inner reserves. 
Income from commissions, credit fees, etc., reached 
Kr. 8-61 millions compared with Kr. 7-64 millions. 
Current expenditures have risen from Kr. 12-54 millions 
to Kr. 13-97 millions, owing to a special appropriation 
being made for staff pension fund. Provision for depre- 
ciation of investments required this year Kr. 2-97 
millions compared with Kr. 2-30 millions, although, as 
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already mentioned, a consolidation of certain assets took 
place in another form. Provision for depreciation of 
bad and doubtful debts amounted to Kr. 2-91 millions, 
after deduction of Kr. 1-55 millions recovered from 
already written-off claims. Net profits are struck at 
Kr. 6-56 millions against Kr. 6-95 millions reported 
for 1934 and the dividend of Kr. 8 per share of nominal 
Kr. 142 is repeated. 

Examining the Bank’s balance sheet there has been 
an increase in deposits of Kr. 14 millions to a total of 
Kr. 695°5 millions. On the debit side earning assets 
(including investments, which, in the case of the Skandi- 
naviska, are exceptionally large on account of the 
substantial holding in Boliden stocks) amounted to 
Kr. 954°97 millions, or about Kr. 62 millions less than 
in 1934, a contraction which is mainly due to reduction 
in advances and discounted bills. 

During the year under review the Skandinaviska has 
redeemed Kr. 50 millions of her 54 per cent. Treasury 
loan. On January 1, 1936, the Bank again repaid 
Kr. 30 millions of that loan, and there now remains an 
outstanding balance of Kr. 20 millions of the initial 
amount of Kr. 100 millions. 

The Stockholms Enskilda struck net profits this year 
at Kr. 8-62 millions as against Kr. 7-54 millions. 
It should be recalled, however, that owing to redemption 
of the Bank’s commandit shares in 1934, that year’s 
profits underwent a certain contraction. Income from 
interests and dividends from investments are almost 
unchanged at Kr. 9-23 millions, whereas income from 
commissions and from transactions in foreign bills has 
slightly decreased and totals Kr. 5-54 millions. Special 
attention commands the low provision for depreciations 
for bad debts amounting to only Kr. 254,000 compared 
with Kr. 1-6 million in 1934. No provision for depre- 
ciation of investments is reported, which seems to indicate 
a high quality of the Bank’s stock portfolio. 

The Bank’s balance sheet reveals a few rather sub- 
stantial changes. Deposits have remained almost un- 
changed at Kr. 374-3 millions, with a shift from long 
to short-term accounts characteristic for all Swedish 
banks in 1935. Advances have, however, decreased by 
almost 10 per cent. to a total of Kr. 289-3 millions. 
On the other hand, the Bank has increased its investments 





—_——— 


INTERNATIONAL BANKING 73 


in bonds from Kr. 19-9 millions to Kr. 40-1 millions in 
connection with the transfer of certain assets from sub- 
sidiaries to the Bank’s own portfolio. The most striking 
change is, however, the increase in debit balances with 
foreign banks from Kr. 29-2 millions in 1934 to Kr. 83-4 
millions at the close of the past year. The dividend of 
15 per cent., repeated since 1930, was also declared this 
year. 
SPAIN 

After having reached an agreement on the Spanish 
sterling acceptance outstanding before the conclusion 
of the Exchange Clearing Agreement, the British and 
Spanish banks endeavoured to regulate the status of new 
acceptance credits. After some delay, the Bank of 
Spain has given an undertaking to provide the sterling 
needed to meet maturing acceptances. Thus, the new 
acceptances will be covered outside the Clearing. It 
is to be assumed that this arrangement will only be used 
for international acceptances financing Spanish trade with 
other countries, while Anglo-Spanish trade will come 
under the Clearing. 

The replacement bills arranged for in the Moreno 
agreement concerning old acceptance credits have not 
yet arrived, and pending their arrival the Spanish banks 
are debited with the amount of the acceptances which 
are maturing. The delay is due to technical causes, and 
has not given rise to any concern. In a way it is con- 
sidered advantageous, for while the replacement bills 
will be rediscounted at 3 per cent., the charge on over- 
drafts is considerably higher. 


JAPAN 


The Tokyo revolt resulted in a weaker tendency 
in the yen, and the Yokohama Specie Bank had to 
support the exchange for a few days, in order to moderate 
its depreciation. After the collapse of the revolt, how- 
ever, the yen recovered without any further artificial 
intervention. While during the revolt there were some 
withdrawals of deposits from the Japanese banks, condi- 
tions in banking and the money market soon became 
normal again. 

The net profits of the Yokohama Specie Bank for the 
second half of 1935 amounted to 7,257,000 yen, giving 
with the 9,503,000 yen brought forward an available total 
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of 16,760,000 yen. The dividend has been maintained 
at Io per cent., and 1,700,000 yen has been transferred to 
the reserve, making a total fund of 129,150,000 yen. 
The carry-forward has increased to 10,060,000 yen. The 
net profit for the past half-year compares favourably 
with that of the two previous half-years. 


Books 


BRITISH BANKS AND THE LONDON MONEY MARKET. By 
R. J. TRuptit. With a preface by SIR ROBERT 
KINDERSLEY. (London, 1936: Jonathan Cape. 
Ios. 6d. net.) 

WHEN Mr. Truptil’s book was published in French it 
attracted attention as one of the most competent accounts 
ever published of the organisation of the London financial 
market. The publication of an English translation is 
therefore a welcome event. The book contains much 
material which has not hitherto been published. It is, 
for instance, news to all but the relatively few initiated 
how the total of the discount market’s own resources, 
amounting to £15,000,000, is distributed among the three 
classes of market houses. The analysis of the resources 
of the money market is also an interesting contribution 
to the existing literature on the subject. The book 
contains brief historical accounts of the leading accept- 
ance houses. It is a pity that Mr. Truptil has not com- 
pleted his picture of the banking community by dealing 
with the foreign exchange market and the bullion market. 
Apart from this omission, however, there is very little 
to criticise in the book. 


THE FRENCH INTERNATIONAL ACCOUNTS, 1880-I913. 
By Harry D. Wuite. (Harvard University Press. 
London : Oxford University Press. 17s. net.) 

ALTHOUGH this book deals with pre-war conditions, 
it is of topical interest owing to the circumstances which 
attract attention to the financial situation of France. 

It is, indeed, difficult to understand recent developments 

without possessing a good background in the form of a 

knowledge of the pre-war position. From this point of 

view, Mr. White’s book can be recommended owing to 
the exceptional thoroughness with which he surveys 
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pre-war conditions regarding the trade balance, foreign 
investment, gold movements, banking policy, etc. The 
book contains interesting statistical material useful to 
the student of developments in France. 


INTEREST AND PRIcES. By KNuT WICKSELL. (London, 
1936. Published on behalf of the Royal Economic 
Society by Macmillan & Co. 12s. 6d.) 


TuIs book which appeared first in German in 1898 has 
become one of the classics of modern economic literature, 
and to make it available to the British student was a task 
well worth undertaking. For practical bankers the book 
is, generally speaking, too abstruse, though clear language 
and excellent translation have gone a long way 
towards reducing the difficulty of the non-academic 
reader to grasp the theoretical analysis. An appendix 
contains a description of the monetary developments in 
the Scandinavian countries up to 1925. 





A Safe Investment to recommend. 


LIVERPOOL & PROVINCIAL 
BUILDING SOCIETY 


ESTABLISHED 1854 


TAX FREE 33 PER CENT. 
4 


Equivalent to £4 16s. 9d. per cent. gross. 


SECURITY. Ali the Society’s funds are invested in mortgage securities, cash or 
trustee securities. There is no loss on realisation. No fees or stamps. Just 
apply for your money, if you desire to withdraw, and you will be paid without 
any deductions. 


SPREAD. 75% of the mortgages are under £500 each and a further 23% under 
£1,000 each. 


EARNINGS. The Society relies on its own profits and not on the earnings or 
policies of other concerns in the management of which it has no voice. 


Head Office: 41/43 CASTLE STREET, LIVERPOOL, 2 


| Branches in London, Birmingham, Newport (Mon.), Bournemouth, Nottingham, Newcastle-on-Tyne, etc. 


Bankers: MIDLAND BANK LTD., 4/6 Dale Street, Liverpool. 
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THE Money Mystery. By Sir NORMAN ANGELL. 
(London, 1936. J. M. Dent & Sons. 3s. 6d. net.) 


Tus book claims to be an “ attempt to reduce the 
explanation of money and credit to its simplest possible 
terms.” It is doubtful, however, whether the author has 
succeeded in attaining that extremely difficult object. 
While on the one hand he resorts to the primitive example 
of the Sailors’ Bank and the Guernsey Market House, 
on the other hand he overburdens the memory of his 
readers by a mass of quotations which unnecessarily 
complicate matters. Nor is the book sufficiently system- 
atic. Theory, practice and history are mixed up in a 
way that makes it difficult to form a clear picture of the 
subject. There is a great deal of common sense in the 
book, if only it had been made more intelligible to the 
class of readers to which it is addressed. 


BURNLEY MEANS BusINEss. Compiled by EpDwarp R. 
Cross. (Burnley, 1936: Development Committee 
of the Corporation of Burnley.) 

Tuis book traces the evolution of Burnley from a 
medieval market village to the great industrial town it 
is to-day. With the invention of the spinning machine 
and the use of steam engines, Burnley became not only 
one of the greatest weaving centres of the world, but 
also probably the greatest loom-making centre. The 
book contains a map in colour and photographs depicting 
the industries and notable civic buildings. 


DIRECTORY OF COVENTRY MANUFACTURERS. Edited by 
JAmMEs TAyYLor. (Coventry, 1936: Corporation 
of Coventry, Development Section. 2s. 6d. net.) 

In addition to an industrial history of Coventry, this 
book contains a list of manufacturers and products with 
many illustrations. As far back as 1463 Coventry was 
noted for the manufacture of broadcloths, at the begin- 
ning of the sixteenth century the manufacture of ribbons 
was introduced, and about 1770 that of watches. The 
manufacture of motor-cars commenced about 1897, and 
has attained its present proportions largely owing to the 
enterprise of certain cycle firms, the industry finding 
work to-day for no less than 32,000 employees. 
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Bank Meeting 
THE HUNGARIAN GENERAL CREDITBANK, BUDAPEST 


SUCCESSFUL YEAR 


SOUND DIVIDEND 


T their meeting, held on February 25th, 
Ae the chairmanship of Baron John 
HarkAnvi, P.C., the board of directors of the 


Hungarian 
balance shec 


General Creditbank approved the 
t for the year 1935. The profit and 
apart from the profit brought over 
1934), after deducting the amounts proposed 

to be written off totalling 2,076,378-71 pengd, 
shows a profit of 2,214,569°68 pengé, as against 
his 


pengo 


$s account 


2,093,997 '°387 pengo in the previous year. 
ymount, plus the balance of 1,191,648+22 
rought for from 1934 leaves 
pengd available for the general meeting. 


ward 3,406,217 °90 


ALLOCATIONS 


[he board will propose at the general meeting, 
nvened for March 19th, 1936, that out of this 
unt 500,000 pengo be allocated to the ordinary 
reserve 200,000 pengdé be appropriated for 
depreciation reserve fund, 900,000 pengé for 
employees’ pension funds, and that the 
maining 1,806,217-90 peng6 be carried forward 
the accounts for 1936. The board having com« 
) the conclusion that under prevailing conditions 
e strengthening of the internal position of th« 
unk should continue to be their leading principle, 
ave decided again to suspend the payment both 
f dividends and of bonuses. 
In examining the figures of the 
two important points are most 
irstly, a notable increase may be observed in the 
amount of deposits ; secondly, it becomes evident 
that the bank has made considerable progress in 
the past year in the reduction of its foreign 
iabilities. 


balance sheet 
conspicuous. 


INCREASED DEPOSITS 


Deposits advanced, as against the 
year, by 17-7 million pengé (from 181-°5 to 199-2 
lion pengd), whereof 6-5 million peng6d (from 
56:7 to 63-2 million peng6) represent an increase 
i savings deposits, and 11-2 million pengé (from 
124°8 to 136 million peng6) an increase in current 
ount deposits. The advance in deposits 
arises to the extent of only one-seventh from the 
leposits of undertakings belonging to the sphere 
(interests of the bank, the greater part resulting 
‘fom a rise in deposits entrusted to the custody of 
bank by other clients. 


previous 


FOREIGN LIABILITIES 


Foreign liabilities have further declined by 18-6 
million pengd, whereof something less than one 
million pengé is a result of the depreciation of 
foreign currencies. Of this reduction of 18-6 
million peng, 7-2 million pengé occurs under the 

“Sundry Creditors,’ which declined by this 
ount from 51-1 to 43-9 million pengé; the 
lining 11-4 million pengdé represent the 

‘mount by which foreign guarantees decreased. 


INCREASED 


PROFIT 
POLICY 


Cash in hand and clearing account dep I 
from 15°4 to 16-6 million pengd., The total of 
debtors and bills advanced from 212-7 to 
million pengd, of which 130-2 million pengé 
represents the amount of debtors and 85-9 million 
peng6 that of bills. 


210°1 


Stocks and participations figure at 58-°7 million 
peng6, as million peng6 in th 
previous vear; the rise in this figure is due chieflv 
to the participation of the bank in the increase of 
capital of several undertakings. Not only has th 
bank abstained rendered 
possible by the Government Decree No. 100 1936, 
but it has, on the 
participations at a figure well below their mark¢ 
value at December 31st, 

Mortgage which, like the mortgage 
issued thereunder, are made out in U.S.A. 
have declined from 34-4 to 32-6 million pengé. 

rhe Goods Department have obtained satisfa 
tory results within the past year, too 


against 52°I 


from an assessment 


contrary, entered stocks 


1935. 
loans, 


dollars, 


EXPENDITURE 
Expenditure shows a set-back of 248,000 pengé 
as a result of several items of expenses having 
been cut down by whereas taxes 
and charges increased by 117,000 pengé. As 
revenues, the persistent shrinkage in the interé 
margin produced a further decline in the 
proceeding from interest, whereas other receiy 
increased, owing to the brisk business activity of 
the bank. The apparent decline in the re 
obtained on due to the fact that 
returns of the Corn Department, the business of 
which has been made over to the Hungarian (¢ 
rrading Co., Limited, still figured 
earnings in the first half of 1934. 


DECREASED 


365,000 pengo, 


20 ds 1s 


amone 


Che brisk activity which the bank developed in 
current banking business was also manifest in the 
rise in the number of accounts of our clientele, as 
well as in the figures of the turnover, the 
stantial advance in the cash turnover and in that 
of current accounts being especially noteworthy 
The rise in the turnover may be considered to be 
the result of the careful attention which the 
gives to its manifold connections with agriculture, 
commerce and industry. 


sub- 


bank 


The bank was found ever ready to back th 
undertakings belonging to its sphere of interests, 
even during the unfavourable periods of uncer- 
tainty of past years, not only in view of their 
economic importance, but also for social reasons 
and as a means of promoting its own current 
business. In accordance with these considerations 
the bank intends to continue to bestow great care 
on the cultivation of its relations with the indus- 
tries belonging to its sphere of interests, the more 
so because a gradual improvement of the industrial 
apparent, 


situation is becoming more and more 


G* 
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Some Lloyds Banks 


By Professor C. H. Reilly 

INCE my last article on Lloyds bank buildings 
S I regret to say that the death has occurred of 

Mr. Thomas Henry Caswell, Premises Secretary 
to the Bank. Mr. Caswell, to whom death came with 
sreat suddenness while writing at his desk ‘in Lombard 
Street, was a very courteous gentleman who had supplied 
me with photographs and information for some sixty of 
Lloyds banks, about which I have written in this journal, 
and had always welcomed such criticism as I have been 
able to make. He had held his position for the last 
fifteen years, during which time he had helped to put 
into operation the scheme by which this bank gives one 
of its new buildings each year to the returning Rome 
Scholar in architecture—a good work in which the bank 
makes up for the deficiencies of the Government. He 
also saw through the great rebuilding of the headquarters 
in Lombard Street and Cornhill. He was 59 years of 
age and his whole career was with the bank. He will 
be greatly missed. 

Mr. Thomas Williams, hitherto Assistant Premises 
Secretary has been appointed to succeed him. 

We will begin this time with three banks by Mr. 
Horace Field, now retired, who has built a great many 
banks up and down the country and is both an expert in 
and an authority on our English Georgian architecture, in 
which manner he generally delighted to build. The 
Andover branch is an excellent example of his art. 
It would be difficult, indeed, to find a more elegant and 
refined piece of modern building anywhere in this manner. 
Whether that is a justification for using the manner to-day 
is another question. In a country town where the best 
buildings are genuine examples of the style, so clever 
a reproduction as this, will necessarily be a little upsetting 
to future generations if not to our own. Perhaps the 
more observant of them will be able to detect in the 
increased height of the ground storey, beyond that usually 
given in such structures in the eighteenth century, 
compared with the first, a building put up for other 
than domestic purposes. Even if it were an eighteenth 
century inn, as in some ways its composition suggests, 
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the ground floor windows would be neither so high nor 
so deeply set. If they came to the conclusion that it was 
the premises of an early private bank they would then 
be in some difficulty over the emphasis given to the 


Architect) {Mr. Horace Field 
THE ANDOVER BRANCH 
first floor’s centre window. The banker’s family would, 
no doubt, have lived above the bank, but it would be 
hardly in the spirit of those times to select one window 
: G** 
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in a room out of three and to treat it so differently. 
These are some of the difficulties building in a by-gone 
manner brings about and they are especially present 
when the building is so good an imitation as this one. 
A more commonplace piece of neo-Georgian architecture 
would not deceive anyone let alone the elect. Never- 
theless this bank is by far the best piece of design, if we 
can call such reproduction work design and not adapta- 
tion, that this month’s batch of banks has produced. 

The Ashford branch by the same architect, which is 
equally skilfully detailed, is spoilt by having its corner 
cut off to prov ‘ide a great corner entrance. One cannot 
imagine a Georgian gentleman treating his house in this 
way. He would wish to enter on the main axis or not at all. 
The bank, I expect, are chiefly to blame here. They, no 
doubt, insisted in having the main entrance where it is. 
In my opinion the architect, if he could not persuade 
his clients not to spoil the building both externally and 
internally in this way, should then have adopted some 
less formal style where such an asymmetrical arrangement 
is permissible. As it is he has brought about a facing- 
all-ways building, for he has felt he must then emphasize 
the return flank as well by a cornice and brackets to the 
centre first floorwindow. The chief emphasis, however, had 
tobe on the entrance. There he has given a fine example of 
a large Georgian door with elegant window abov e, but such 
a composition should of course be seen against a broad 
expanse of building, not a narrow strip. Its natural 
place is vertically, under the big pediment on the main 
front and not pushed away at the side. The result is 
one does not know whether to look at this pediment 
first or at the doorway first. If one looks first at the 
pediment one’s eye naturally comes downwards to what 
it covers. In doing this it is here led on comfortably by 
the elaborated centre windows one above the other and 
is then stopped with a jolt, for there is nothing below to 
carry it on. Where the doorway should be there is an 
unbroken cornice and freize and a range of exactly 
similar windows. 

In the third example, that at Southborough, Mr. 
Field can surely only have added the door. The rest 
looks like an ordinary suburban villa. Even this door, 
Iam afraid, beautifully as it is detailed and enriched, is a 
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couple of sizes too big for the bulk of the villa and much 
too elaborate for its character. 

The Bletchley branch, by Mr. J. Ellis of the bank’s 
architectural staff, is a plain, indeed rather grim, little 
building suitable, perhaps, to a small manufacturing 
town. It is certainly unpretentious which in these days 
is always a merit. Even the four arches over the two 
doors and the two bank windows are turned in tiles to 
match the brick-work and with key blocks, a little thin 
perhaps as a result, of the same material. But it is the 
dark paint of these windows and doors which chiefly 


Architect] (Mr. Horace Field 
THE SOUTHBOROUGH BRANCH 


gives the rather depressing character to the lower storey. 
It is never clear to me why in one facade one storey of 
windows should be one colour and one of another. Here 
the four upper windows to what are called, I notice, the 
Bank Chambersabove, are painted the usual white orcream 
which makes a contrast with the brickwork, while the 
ones down below seem to be painted brown or red or 
some other dark colour. If both sets were white this 
little facade would look entirely different and quite 
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suitable in its reticent way to its work. On so small 
a front, for instance, it is good to see the cornice being 
reduced to a plain stone band, while the simple parapet 
over it widens the brick field in an admirable way. A 


Mr. J. Ellis 
THE BLETCHLEY BRANCH 


curiously, old-fashioned touch are the frilled coping tiles of 
the roof. One has not seen such things on a new building 
for the last fifty years. Such copings belong to the Gothic 
Revival. These, and the thin little chimneys with their 








aims at securing 


CAPITAL APPRECIATION 
from Trade Recovery 


Unlike the majority of Fixed and other Trusts, First Recovery Trust 
concentrates on prospects of substantial capital appreciation— not on 
immediate yield. 

The permitted investments of First Recovery Trust include the securities 
of 64 leading companies, all of which stand to benefit considerably by 





continued Industrial Recovery. 

In order to secure the full benefits of market movements, the Trust 
includes the latest technique in flexibility. The Managers have full 
power to select and vary the composition of the Trust within the 
permitted list, which includes such companies as: 








Cammell Laird & Co. Ltd. Southern Railway Co. 

Hadfields Ltd. B itish Home Stcres Ltd. 

Vickers Ltd. Del-enhams Ltd. 

R. & W. Hawthorn, Leslie & Co. Ltd. Bradford Dyers’ Association Ltd. 

Ruston & Hornsby Ltd. British Celanese Ltd. 

International Nickel Company of Carada Calico Printers’ Association Ltd. 

De Havilland Aircraft Co. Ltd. Lid. Furness Withy & Co. Ltd. 

Fairey Aviation Co. Ltd. Smith's Dock Co. Ltd. 

Ford Motor Co. Ltd. African & Eastern Trade Corporation Ltd. 
Rover Co. Ltd. United Molasses Co. Ltd. 





For full details, please apply to your Stockbroker, to the 


Managers, or to any office of Martins Bank for Booklet ‘ B.4.’ 


MEMBER OF THE ASSOCIATION OF FIXED TRUST MANAGERS 


BRITISH GENERAL FIXED TRUST LTD. 


King’s House, King Street, E.C.2 Trustee: Martins Bank Ltd. 
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unnecessary oversailing and necking courses, make one 

feel that it is possibly only the front wall which is new 

and that they belong to a previous structure behind. 
The Shrewsbury branch, also by the bank’s archi- 


[Bank's Architectural Staff 

THE SHREWSBURY BRANCH 
tectural staff, is an old building adapted to its new purpose. 
Externally the little that has been done has been done 
very well. By the iron grilles to the bank windows 
being made to slope in as they have been, the size of 











Make it a CERTAINTY 


e. 


Not a Liability! \ 


OU can make no better use of your 

money than to buy your home... 
but once created don’t chance it becom- 
ing a liability for your wife and family 
to shoulder. 

You have it in your hands to make 
it a permanent asset. Consider the 
“Mortgage Safeguard’’ Scheme of home 
protection which will guarantee an 
income sufficient to continue and con- 
clude the repayments if you die during 
the term of your mortgage. 

Think what this legacy would mean 
to your wife and family if you were 
not by their side. With their income 
seriously depleted perhaps by your 
death you can imagine how thankful 


they would be if they could at least be 
certain of a roof above their heads and 
the comforts the home would give them 
while they are replanning the future. 

** Mortgage Safeguard’’ serves a 
double purpose. Not only does it mount 
guard during the currency of your 
mortgage but it hands over to you a 
substantial cash sum at the expiration 
of the mortgage term. 

Alternatively, you could keep the 
assurance in force and this would 
furnish a generous capital payment at 
your subsequent death. 

Safeguard YOUR mortgage —the 
first step is to enquire for details 
quoting your age when doing so. 


Legal & General Assurance Society Ltd. 


Head Office : 


General Manager 
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10, Fleet Street, London, E.C.4 
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these windows is less apparent on the outside and conse- 
quently, big as they are, they do not seem to undermine 
and destroy the scale of the building. The whole ground 
floor indeed is very satisfactory with its cornice and 
brackets, if new, all suggesting an Elizabethan building. 
The less satisfactory things are the three large first floor 
windows of a Tudor type. These seem from the photograph 
either to be new or to be so restored as to have a modern 
machine-made look, which is unfortunate. On the whole, 
however, it is a very good thing for Shrewsbury that one 
yf its typical wooden buildings should have been pre- 


Bank's Architectural Slaf 
THE INTERIOR OF THE SHREWSBURY BRANCH 


served in this way and by an institution which will never 
now let it fall into decay. It is when one comes to the 
interior that one is less satisfied. One does not mind the 
complication of it. That is in character. The chief 
thing that disturbs one is the row of three cast iron 
columns painted white with commonplace capitals 
standing at the back of the counter and helping to hold 
up the roof. Clearly it would have been far better to 
have had these in solid baulks of oak and hardly more 


expe nsiv [. 








